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THURSDAY, NOVEMBER 14, 1957 


Unitep States SENATE, 
Setecr CoMMITTEE ON SMALL BUusINEss, 


Portland, Oreg. 


The committee met, pursuant to call, at 1:20 p. m. in room 704-705, 
new Federal Courthouse, Portland, Oreg., Senator Wayne Morse pre- 
siding. 

Present: Senator Wayne Morse (presiding) and Senator Edward 
Thye, a member of the committee. 

Also present: Congressman Albert Ullman, of the Second Congres- 
sional District of Oregon; Congresswoman Edith Green, of the Third 
Congressional District of Oregon; Walter B. Stults, staff director, 
and William Berg, administrative assistant to Senator Morse.’ 

Senator Morsr. Today’s hearing is designed to give an opportunity 
to the small-business man of Oregon to present his problems to the 
committee, which has been established by the United States Senate 
to champion the interests of more than 4 million independent firms 
doing business across the Nation. 

Before proceeding further, it is a great personal privilege and 
pleasure for me to introduce to this Oregon saliaies my able colleague 
from Minnesota, Senator Edward J. Thye, senior Senator from the 
State of Minnesota, who is the ranking Republican member of the 
Senate Small Business Committee and who served as its chairman 
during 1953 and 1954. 

In fact, Senator Thye is the author of the Small Business Adminis- 
tration bill. And I want to say that he not only is the author of it, 
but he is a very able watchdog of its administration, and when any 
of us have any problems which arise in our office in regard to the 
Small Business Administration we can always count on Senator Thye 
and his staff to be of assistance to us in ironing them out. 

Senator Thye is well acquainted with this city and with our State. 
It is a great privilege for me to welcome him to our State at this 
time. Senator Thye has two brothers, distinguished citizens of this 
State, and a sister living in the State of Oregon. 

I want you to know, Senator Thye, that I personally appreciate 
your visit here. 

Senator Ture. Thank you. 

Senator Morse. Senator Thye and I have been conducting hearings 
in Chicago and in Minneapolis. I couldn’t have a more cooperative 
colleague than he has been to me. 

While statistics on business failures are only one measure of busi- 
ness health, they do furnish timely warnings of disease symptoms. 





1 For list of Government officials present, see pp. 9-11. 
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Recent Dun & Bradstreet computations show that Oregon has the 
highest rate of small-business failures on the Pacific coast. Even 
more alarming is the fact that these failures more than doubled from 
the first half of 1956 to the first half of 1957. 

Clearly then, there is not smooth sailing for small business. There 
are blight areas on the economic landscape which have already killed 
off significant numbers of small and independent businesses. 

Those of us who are fortunate enough to serve on the Senate Small 
Business Committee do feel a sincere ‘responsibility to learn as much 
as we can about the present status of small business, of its problems 
and of the proposals that you may have for alleviating these 
problems. 

Tomorrow Senator Thye and I will sit to receive testimony on one 
of the most important fields of small-business trouble, the impact of 
Federal tax problems and policies. We trust that today’s session will 
shed light on other areas where you are facing heavy odds in your 
struggle to survive and grow. We realize that most businesses are 
not able to stand still and must expand and modernize if they are to 
remain in existence. Therefore, we, as Senators, must do everything 
that we can to enact sound laws and review the administration of 
those laws to see that they keep pace with the needs of a constantly 
growing and healthy business economy in our Nation. 

Present with us today are representatives of several Federal 
Government agencies, and of the armed services, to whom are 
delegated the responsibility to administer the law. They will 
answer your questions on subjects within their knowledge and 
will consult with or otherwise assist you. I want to say to these Gov- 
ernment representatives that Senator Thye and I appreciate very 
much your being here this morning when this hearing was supposed 
to have started, but because Senator Thye and I found ourselves con- 
fronted with a canceled plane in Minneapolis, Minn., last night at 
3:30 and had to wait for a later plane, it was impossible for us to 
be here as scheduled. I understand that the representatives of the 
Government agencies did sit here for some time this morning and 
consulted with and answered questions that some of our businessmen 
raised with them. The committee wants you to know that it deeply 
appreciates your cooperation. 

You will note that we have a court reporter here who will take 
down your testimony. This is important because we want you to 
know that it is not only Senator Thye and I who will benefit from 
your counsel—all 13 members of our committee, and through the 
committee the entire membership of the United State Senate, will 
have this testimony available. Appropriate executive departments 
and agencies will also study this transcript. 

I must stress the fact that we may be unable to furnish immediate 
solutions. I am hopeful however, that we can assist: in alleviating 
many of your problems. We are certain that these hearings will help 
us determine to what areas our committee should devote its special 
attention during the coming months. During the last several weeks 
hearings have been held across this country from the east coast to the 
west: coast, and I am sure that I can speak for the committee when I 
say that in all probability early in the next session we will recommend 
to the Senate some legislation in regard to tax problems as they affect 
small business. 
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Now I am going to call upon the distinguished governor of our 
State, Governor Holmes, and the very able mayor of our city, Mr. 
Schrunk, as the first two witnesses after I give Senator Thye an 
opportunity to express any V iews that he may “wish to express at the 
opening of this hearing. Senator Thye. 


STATEMENT OF HON. EDWARD J. THYE, UNITED STATES 
SENATOR FROM MINNESOTA 


Senator Tuyr. Thank you, Mr. Chairman. Senator Morse, Gov- 
ernor Holmes, and Mayor Schrunk, I am glad to be in the city of 
Portland and in the State of Oregon. As “Senator Morse has said, 
[ am the author of the Small Business Act of 1953. All I am trying 
to do—and as I know that Senator Morse is also attempting to do— 
is to continue our small businesses on the Main Streets of America. 
If you have a problem, we as a committee are endeavoring to learn 
something about that problem. You cannot all come to W ashington. 
Therefore, we have come to you, not only in the State of Oregon 
but in other States as well. 

The testimony that will be given here will be the basis for informa- 
tion for the full committee—which is a 13-member committee. This 
is a hearing of the full committee. 

The information that we gather here will aid us, not only as com- 
mittee members but the entire membership of the Congress, in the 
deliberations on legislative matters relating to taxes and the problems 
of the small-business man. 

As I have stated, our main importance as a congressional body, 
is to make certain that this Nation goes forward as an individual 
type of a business enterprise where free enterprise may continue, and 
that it may thrive, and if it thrives you need not worry about the 
future of America. It will remain a strong type of an economy 
that we have enjoyed in the past. 

That is the reason why I am here and I am happy to see you all 
assembled. I am anxious to hear the Governor’s statement and the 
others who will testify here during the course of the afternoon. 

Thank you, Mr. Chairman. 

Senator Morse. Th: unk you, Senator Thye. For the record, I want 
to say that I think it is particularly fitting and appropriate that the 
distinguished Governor of the State should be our first witness, because 
I know that he has approached the economic and the small-business 
problems of this State in a nonpartisan spirit, and is appearing before 
a nonpartisan committee. I am sure that Senator Thye will agree 
with me that I have never known a single instance where the Small 
Business Committee of the Senate has ever made a partisan approach 
to the problems of the committee. 

We have a very able staff on the committee. The staff director, 
Mr. Stults, has just taken his seat with the committee. Mr. Erickson, 
our counsel, will be here shortly to sit with us. Members of this 
staff have but one instruction from the Republicans and the Demo- 
crats on this committee; get us the facts. That is all we want. On 
the basis of those facts, and then the analysis of those facts, legislation 
and action can be recommended. I would certainly be remiss if I 
didn’t, on this record, express the appreciation of the full committee 
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to Mr. Stults, to Mr. Erickson and to the other members of our staff 
for the excellent work that they have done for us over the years. 

Now, Governor, it is my honor to call upon you as our first witness. 
You may proceed in your own way. 


STATEMENT OF HON. ROBERT D. HOLMES, GOVERNOR OF THE 
STATE OF OREGON, SALEM, OREG. 
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Governor Hotmes. Thank you very much, Senator Morse and Sen- 
ator Thye. First, on behalf of the people of the State of Oregon, I 
want to express our appreciation of this committee’s interest in the 
economic welfare of our State. We are glad that you are meeting 
here, and that you have arranged an opportunity for many of our 
business people to bring their problems to your attention. 

In view of the fact that you will hear of specific problems from 
several individuals and from the chairman of the Oregon State Tax 
Commission on the problem of taxation, I shall confine my brief 
statement to generalizations related to the overall situation of small 
business here in the State of Oregon. 

During a recent industrial development survey trip throughout 
Oregon, the Governor and the department of development and plan- 
ning became acutely aware of several factors contributing to Oregon’s 
economic decline and to the increasing number of small-business fail- 
ures in the area. 

Contributing to the overall depressed economic situation is, of 
course, the tight-money, high-interest-rate policy of the present na- 
tional administration. What this policy has done to our timber in- 
dustry, I think, is too well known to need reviewing here. The thing 
to keep in mind is that this national fiscal policy has not only ad- 
versely affected the market for lumber; it has crowded, either to 
the wall or, in some instances, entirely out of business, not only small, 
independent logging and mill operators but manufacturers who de- 
pend on lumber and lumber byproducts for raw-material stockpiles. 

Even in a declining lumber economy reflected in building, chiefly 
as it uses other structural materials, many products either wholly, or 
in part, derived from timber can be manufactured, and, of course, 
they can be manufactured both for local and for interstate commerce. 

However, under the tight-money policy, functioning concerns ‘can 
neither expand nor modernize, and fresh industries cannot even get a 
start. The small-business man is faced with the need to borrow dol- 
lars that purchase less and less, and at interest rates that are greater 
and greater. 

But I do not want this committee to think that the higher interest 
rates and the tight-money policy adversely affect only lumber and 
lumber-derived industries in our State. Our agricultural industries 
are discouraged by the very same policies, and so are others; electron- 
ics, fishing, mineral industries, and so on. 

Certainly, a loan policy that is both safe and generous should be 
worked out if we are to keep small businesses in operation. That they 
should be kept healthful and encouraged to increase in number is not 
a question. Their existence is not only necessary to our domestic well- 
being and tranquillity; it is increasingly necessary in light of the 
present problem of our national safety. 
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The chief complaints from every part of our State from small- 
business people centered, then, around the tight-money policy and to 
related policies of the National Government. 

Discriminatory east-west freight rates were universally subjects 
of discussion. These freight rates adversely affect our crop and 
canned goods business, our livestock industry, and our entire manu- 
facturing output. At the present, we are doing all that we know how 
to do from the State capitol to persuade the ICC to change its policy 
of percentage freight-rate increases. I suggest also that your com- 
mittee might explore the degree to which discriminatory freight rates 
and incompletely developed competitive transportation systems may 
contribute to the bankruptcies of small businesses. ICC policy is, in 
my opinion, an area into which you ought to explore. There seems 
to be little point in trying fitfully to shore up the economic dams 
against economic disaster when a main threat like discriminatory 
east-west freight rates pounds constantly against the bulwarks. 

Again, may I suggest that your committee try to bring sense and 
reason out of interdepartmental policies in the Federal Government 
which sometimes confuse rather than clarify the problems of people 
trying to do business in a State whose great wealth is in its natural 
resources. Again, the conflicts and contradictions in policy and ad- 
ministration are made sharp by the example of our lumber industry. 
The United States Forest Service in the Department of Agriculture 
and the United States Bureau of Land Management and the United 
States Bureau of Indian Affairs of the Department of Interior fre- 
quently override each other and issue contradictory orders and enun- 
ciate separate policies out of harmony with each other. 

At the present time, an argument goes on in Washington with 
reference to REA’s and with REA loan policies. ‘These interdepart- 
mental conflicts do little to stabilize the conditions in which men 
must do business. Nor do I think the matter is solved by proposing the 
authorization of more committees to study and to synchronize activi- 
ties which are basically in conflict because no department is actually 
willing to abdicate its authority. 

Basic to a solution of the problems of small business, then, are solu- 
tions to the larger conflicts of policy and interest centered in the 
Federal Government. There is no doubt in my mind that, unless the 
tight-money policy is materially loosened, there is little that can 
actually be done in my State to assist small business. There is no 
doubt in my mind that, unless national-forest policies are redefined, 
we shall not make much headway with developing a really competi- 
tive situation in the lumber industry that will give the independent 
small operator a chance. 

A raise in REA interest loan rates will, in my opinion, discourage 
greater use of electric power in its tendency to shove rates up and to 
discourage competitive public-private power activity in our com- 
munities which need more, not less, hydropower. A continuing of 
ICC freight-rate philosophy will constitute, it seems to me, a lasting 
stranglehold on our economy. 

Excise taxes that make one commodity noncompetitive with another 
roduced in the same region will cause more existing businesses to 
ail and, I think, will discourage the initiation of new ventures. 

And I would cite, particularly, Oregon’s fur industry, on which 
there is a 10-percent tax not levied against competing materials. 
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The pity of the failure to do all we can to encourage and to assist 
small businesses here in Oregon is that we are wasting resources. 
The development trip revealed a wealth of untapped business en- 
thusiasm and talent in this State. It pointed up the fact that Ore- 
gon’s labor force is skilled; it is literate, stable, and that we have 
scarcely tapped many of the natural resources with which we are 
blessed. And yet, since the inception of the Small Business Ad- 
ministration, the total number of loans made in our State of Oregon, 
excluding disaster loans, is 125. These loans have ranged in amounts 
from $3,000 to $250,000, the total being some $7 million. Of the 
loans granted, there has been bank participation in 34 percent. This 
percentage figure bears on the number of the loans and not on the 
dollar value of them. 

In the light of our natural wealth and the enterprise and energy 
of our business people, this loan record, I do not think, is impressive. 
But perhaps this committee can suggest, in addition to a more helpful 
loan policy, other aids. Small businesses, particularly in the wood 
products industry, have need, I think, for assistance in sales programs. 
It is on the side of promotion and sales policies that our small busi- 
nesses frequently have to economize, and I submit that this committee 
could usefully explore areas of business assistance outside of the lend- 
ing field. 

The figures which indicate the majority of research and defense 
contracts have been given to a very few large corporations is not 
a reassuring one. It is not reassuring because it indicates a possible 
bias against the small-business man incompatible with American 
economic faith and I think in conflict with the need to disperse in- 
dustry and to deconcentrate production for the very national safety. 

It 1s likely that in a very short time the Federal Government will 
be listing for muster into service every industrial and technical poten- 
tial at our command and that it will take another look at those 
natural resources which, for several years now, have been permitted to 
remain underdeveloped. 

Men and machines must be brought to the sites of natural resources. 
Commonsense would dictate, we think, that every effort be made now 
to put local industries to work, to provide the means to modernize and 
increase our existing plants and to construct new ones. This is no 
time to strangle initiative, to discourage industrial and business brains, 
or to starve communities close to natural resources. 

My hope as Oregon’s Governor is that this committee will rec- 
ommend the most commonsense and expeditious aids possible to the 
small-business men of this State and to all of the other States. 

Thank you very much. 

Senator Morse. Thank you very much for your contribution to this 
record. Senator Thye, do you have any questions for the Governor? 

Senator Ture. I just have the one question, Mr. Chairman, and 
that question would be to the Governor as to what percent of loan 
applications have been approved? That would be my first interest. 
In other words, if there was only a very small percent of the loan 
applications made that had been approved. 

Governor Hotmes. I don’t have that information. I think that one 
of the other witnesses may have that information for you. 

Senator Tuyr. The reason that I raised it is that if it is not avail- 
able, we will have it before the day’s session is over. 
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Governor Homes. Yes. ee 

Senator Tuyr. Because that is very important. If it is an Insig- 
nificant number or percentage of the loan applications approved, then 
we must get into it and find out why they aren’t. 

Governor Houmrs. My feeling, Senator, is that it is a very small 
percentage, although I do not have that particular figure but I am 
sure that one of the other witnesses who will testify will. 

Senator Tuyr. You see, that agency is not to compete with banks. 
If the bank is willing to ’make the loan, then of course there is no 
need for the Federal agency. But if in the ev ent, and because of the 
nature of the business, or the hazards involved, the longtime credit 
need is such that the local banks cannot handle it, then the intent 
of that agency of Government is to assist in bringing about the pos- 
sibility of financing. For that reason the number of applications 
would be very important as to those approved. 

Governor Hotes. Thank you. 

Senator Morse. When your development commission traveled 
around the State, and there was any discussion of the Small Business 
Administration loan policy, did you feel that you had found any sen- 
timent to the effect that applications were not filed because of the atti- 
tude that the requirements for the application would make it inad- 
visable for them to file? In other words, I think the point that 
Senator Thye is bringing out here is very important, and to us in 
particular; that is, whether or not the rules, regulations, and 
requirements that are circulated among the small-business men of the 
State have the effect of discouragement of the filing of their applica- 
tions in the first place. 

And so I think that there are three things that we have to find out: 
to what extent would we really have a market, so to speak, for small- 
business loans from the Administration if the terms and conditions 
were more acceptable—assuming for a moment that they are not? 
Second, how many applications are actually filed? Third, how many 
applications are granted ? 

Governor Hotes. Yes, I see. 

Senator Morse. What was your impression as you went around the 
State ? 

Governor Hotmes. My feeling would be that it was largely the lat- 
ter point that you mentioned that whether in fact it was due to the 
rules and regulations, or to people who had been turned down, that it 

was largely a feeling on the part of so many small businesses that, 
“Well, there just isn t any use because this is a thing that they grant 
to so few of us that there just is not any use nor any point in our 
making the application.” 

Senator Morse. I see. We want to thank you very much for your 
very helpful testimony. 

Governor Hotmes. Thank you. I appreciate this opportunity. I 
also want to thank you for allowing me to testify first so that I could 
be excused. 

Senator Morse. We are very happy to accommodate you, I am sure. 

Now, Senator Thye, I have the pleasure at this time of presenting 
to you the mayor of our city, Mayor Schrunk, who also has a 2 o’clock 
appointment. Senator Thy e—May or Schrunk. 

Mayor Scurunk. We have had the pleasure of meeting before. 
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Senator Toye. We have met. 

Mayor Scurunk. Yes. 

Senator Morse. Mr. Mayor, we are very happy to be here as your 

est today. It is something for me to be your guest in the city of 

ortland—but officially I am, although I am glad to be back home, 
as you know. And so I am particularly pleased to present you to this 
committee, and to have your testimony on the problem confronting 
the committee. 


STATEMENT OF HON. TERRY SCHRUNK, MAYOR OF THE CITY 
OF PORTLAND, PORTLAND, OREG. 


Mayor Scurunk. Thank you, Senator Morse, Senator Thye. On 
behalf of the city of Portland, the city of roses, we certainly want to 
welcome you to our community. We are very happy that this commit- 
tee has seen fit, and we do feel rightfully so, to come to our area to 
discuss this very important problem with us. 

I am not going to take up a great deal of the time of the committee 
today because we have many expert witnesses here today from our 
community and State who are going into some of the details of the 
problem. But as mayor of the city of Portland, I certainly want to 
not only welcome you but also tell you that our city is deeply con- 
cerned about the problem which has so affected not only the city of 
Portland but also the economy of the State of Oregon, and possibly 
it is affecting the economy in other places in the Nation. 

Weare more conscious of this problem here. I am sure, that because 
of your acquaintance with the State, your family who are here and 
many of whom I know and who have resided here for many years, that 
you are quite familiar with our economy being tied too much into one 
majorindustry. Because of that, and because of a lack of development 
of our major natural resources of this area, we have not been able to 
adequately diversify. 

Of course, I realize it is slightly out of the province of your commit- 
tee, but it is certainly within the province of the United States Senate, 
and consequently I think that I bout mention that we in the city are 
extremely concerned about the full comprehensive development of the 
Columbia Basin. We feel that that will be the greatest shot in the arm 
for smal] business in our area. 

I have talked with industrialists throughout the Nation who have 
wanted to come to our area, but we haven’t been able to guarantee them 
firm power. That is something that will provide diversification that 
will offset our lumber industry slump. 

We feel very strongly that small business, the independent business- 
man, the independent farmer, has built this great Northwest country, 
as it has built the Nation. And so we are extremely happy and proud 
that this committee has seen fit to come out and talk about our particular 
problem. We feel that out of it can come some good. 

For instance, one of the problems that bothers many of our people 
is the definition of small business. Some of our people think that 
with our changing economic conditions maybe the committee should 
consider a redefinition of what constitutes small business. 

There are loan programs which are necessary for the building indus- 
try, for instance. Just recently we applied, and were successful with 
the help of our congressional delegation and the Federal Housing peo- 
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ple in obtaining an allocation of 50. units under section 221 of the Na- 
tional Housing Act which will provide a means where the city and 
Federal Housing can assist the relocation of some people in a new 
area we are developing for an E-R center. 

That is a small shot in the arm, but I think Governor Holmes was 
talking about that same type of an approach as an offset which will 
help a declining building industry throughout America. And so with 
the tremendous need that we have for homes, and the fine timber that 
we produce here, I am sure that anything that the Small Business Com- 
mittee can do to stimulate the building industry across America will in 
turn help small business in the State of Oregon and the entire North- 
west country. 

Again, 1 would like to say that we are awfully happy to have you 
here. We rolled out a few rain clouds today, but 1 hope that you 
understand that our people here get awfully tired of watering their 
lawns and so we have arranged this convenient means of keeping our 
flowers and shrubbery green. I am sure that from your great State 
you are used to a bit of this and so you will feel quite at home. 

Again, it is a pleasure to have you here and I thank you for your very 
fine attention and courtesy. 

Senator Morsr. Mr. Mayor, we are honored to have you here and 
we appreciate very much the cordiality with which you an received 
us. Senator Thye? 

Senator Tuyr. Mr. Chairman and Mayor Schrunk, I have no ques- 
tions to ask. I just do appreciate being in your fine city. And if you 
have rain clouds today, we try to shove them ahead of us because Min- 
nesota has had enough of that for the present. 

Mayor Scurunk. Well, we can use some to fill up some of our dams 
down here. Weare a little short of water. 

Senator Toyz. Thank you, sir. 

Senator Morsr. Thank you very much. I would like to say for the 
record that the Small Business Committee of the Senate just could 
not accomplish what it has been able to accomplish if we did not have 
the cooperation of a good many Government agencies, It is not a 
mere formality, may I say to you representatives of the Government 
agencies, when, for the record today, I expressed to you, on behalf of 
the committee, our very deep appreciation and sincere thanks. And 
because we want you to be of assistance to the people who have come 
to these hearings to present their small-business problems to us, I 
think that it is particularly appropriate that you . introduced for 
the record and that those here may have a chance to recognize you 
so that they may converse with you out in the corridors or down in 
my office—if you wish to use my office at any time today or tomorrow 
about any problems that businessmen here may wish to raise with 
you, you are welcome to do so. 

And therefore, for the record, I take this opportunity in introduc- 
ing the following Government representatives, if they are here. Some 
of them may not be here this early but will come later in the after- 
noon. And those of you who are here, I would appreciate your rising 
as I call your names so that the businessmen here can see you. 

Mr. W. A. Holloway, Regional Commissioner, General Services 
Administration. 

(Mr. Holloway rises in audience.) 
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Senator Morse. Thank you for coming, Mr. Holloway. And now 
Mr. Newton Grabill, Chief, Business Service Center, General Services 
Administration. 

(Mr. Grabill rises in audience.) 

Senator Morse. Thank you. And now Mr. William B. Ihlanfeldt, 
Regional Director, Federal Supply Services, General Services Admin- 
istration. 

Mr. Suearp (in audience). Senator, Mr. Ihlanfeldt is not here, but 
we have Mr. Charles Street, Chief of our Buying Division, Federal 
Supply Service, GSA. 

Mr. Street rises in audience.) 

Senator Morse. We are very happy to have you with us, Mr. Street. 
Mr. Charles E. Street was just introduced. Mr. Reginald Sheard, 
acting branch manager and financial specialist, Portland office of the 
Small Business Administration. 

(Mr. Sheard rises in audience. ) 

Senator Morse. Mr. Sheard, I particularly want to thank you and 
your associates for the way that you have handled a good many 
communications that I have to send to you month in and month out. 
And Mr. F. James McCanna, industrial specialist, Portland office, 
Small Business Administration. 

(Mr. McCanna rises in audience.) 

Senator Morse. Thank you for coming. Capt. Fred A. Allis, 
Chief, Navy Small Business Branch. 

(C aptain Allis rises in audience.) 

Senator Morse. I want you to know that the cooperation that we 
have received from the Navy, captain, particularly in conneetion with 
some of our so-called pr ocurement and contract problems here is much 
appreciated. I know from previous discussions that every member of 
the committee feels the same way. We are delighted to have you here 
with us. 

Captain Annis. Thank you. 

Senator Morse. E. M. Stevenson, small business specialist at the 

San Francisco Procurement District of the Air Force. 

(Mr. Stevenson rises in audience. ) 

Senator Morse. Thank you very much for coming. Mr, James E. 
Maxweil, business analyst, Portland field office, Department of Com- 
merce, 

(Mr. Maxwell rises in audience. ) 

Senator Morse. Thank you very much. Col. J. M. Stark, com- 
manding officer, San Francisco Ordnance District. 

Colonel Starx. May I introduce some of our people here? 

Senator Morse. Colonel, we would be happy to have you do so, but 
before you do I want you to know that what I have said about the 
cooperation we have received from the Navy goes also for the Air 
Force and the Army. And now, if you will introduce your associ- 
ates 





Colonel Starx. Mr. Charles Davis, the small business adviser, San 
Francisco Ordnance District. 

Senator Morse. We are glad to have you with us, Mr. Davis. 

(Mr. Davis rises in audience. ) 

Colonel Stark. As well as Mr. Frank Kerr, Chief of our Opera- 
tions Division. 

(Mr. Kerr rises in audience. ) 
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Senator Morse. It is a pleasure to have you with us, Mr. Kerr, 
Mr. R. G. O’Neil, Chief, Lumber Branch, Portland District Corps of 
Army Engineers. 

(Mr. O’Neil rises in audience. ) 

Senator Morse. You’re an old friend and I’m glad to see you here 
again. Mr. Raymond W. Bernes, contract specialist, Army Terminal 
Command, Fort Mason. 

(Mr. Bernes rises in audience.) 

Senator Morse. Thank you for coming, sir. Mr. Edwin E. Bram- 
hall, N. S. D., Seattle, Wash. 

(Mr. Bramhall rises in audience. ) 

Senator Morse. Thank you very much. Mr. Walter R. Jeffrey, 
Military Subsistence Supply Agency of the Army Quartermaster 
Corps. 

(Mr. Jeffrey rises in audience.) 

Senator Morse. Glad to see you again. Mr. John J. Frey, small- 
business specialist, Auburn Depot activities, United States Army, 
Auburn, Wash. 

(Mr. Frey rises in audience. ) 

Senator Morse. Mr. Frey, we are very glad to have you here. Now 
if there are other representatives of Government agencies here, avail- 
able to these businessmen for consultation, | would be pleased if you 
would rise and give your name to the reporter so that you may be 
recorded as a matter of record in these hearings. 

Have I missed anyone ? 

(No response. ) 

Senator Morse. I want to thank each one of you. We will now 
proceed to our next witness. The senior member of our House dele- 
gation is Congressman Walter Norblad who unfortunately could 
not be here today because of another commitment. I have a letter 
from him in which he says: 

I find I have to be in Salem on Thursday so will be unable to be present at 
the Portland hearings. Appreciate your invitation. Would indeed like to have 
a copy of the testimony to read when it is available. 


Cordially, Warr NOorRBLAD. 


Mr. Stults, will you see to it that the Congressman gets a copy of 
the transcript of the hearings. 

Mr. Sruvtrs. That will be done, Mr. Chairman. 

Senator Morsr. I don’t know what Congressman Ullman is 
doing over there in the corner. We would like to have him sit up 
here with us. In fact, an associate of yours, Congressman Ullman, 
sat with us all day in Minneapolis yesterday. We want you to know 
that you, or any other member of our delegation, is welcome to par- 
tic ipate in the hearing—after we take your testimony. 

It is now my pleasure to introduce Congressman Ullman of Baker, 
Oreg., as our next witness. Congressman Ullman. 


STATEMENT OF HON. ALBERT ULLMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE SECOND CONGRESSIONAL DISTRICT OF 
OREGON 


Representative Uttaan. I want to add my own words of welcome 
to the committee and to say that I personally appreciate, and the 


12 SMALL-BUSINESS PROBLEMS 





business people from my district, some of whom are present here 
today, appreciate your coming out here to Oregon and hearing testi- 
mony on this most important subject. I also want to congratulate 
the committee for the real concern that you are showing in the prob- 
lems of the small-business man, so well indicated by your willingness 
to allow businessmen in distant parts of the Nation to present their 
problems and their ideas at hearings such as this. 

As a Member of the House of Representatives, I represent a district 
comprising the great wheat and cattle areas, much of the reclamation 
area, and a large percentage of the pine forests of the State of Oregon. 
For this reason, the business communities of the district are made up 
mostly of trade and service industries. These are small businesses in 
the terminology of the Small Business Administration, but are largely 
left out of their program of business financing and of assistance. 

In good years, these enterprises which I spoke of may earn a profit 
of from $5,000 to $20,000. In poor years, they lose money. I hold 
great concern for these proprietorships and partnerships because their 
problems are even more acute than those of small corporate businesses. 
I believe more emphasis should be placed on the plight of the service- 
station operators, druggists, grocers, and the many other tradesmen 
who have the responsibility of supplying the great bulk of the con- 
sumer goods produced in this countrv. 

The majority of the small corporate businesses in the district are 
those connected with the lumber industry. And we do have repre- 
sentatives of that industry from my district here today, and I want to 
stress how important I feel it is to tackle some of the problems that 
are facing this industry today. During the past 2 months I have 
traveled about the district and have conferred with many of these 
lumber operators, representing an industry which is really vital to 
the Second Congressional District, and talking with them about the 
many specific problems that face them. 

Their industry has been badly crippled by the present policy of 
tight money and high interest rates, and the resulting production 
slowdown, employment cutbacks and loss of purchasing power has 
seriously affected the retail trades who depend in so large a part upon 
the nayrolls from this lumber industry. 

Farm income cannot be disassociated from the problem of the small- 
business man in agricultural areas. In my district there are many 
small communities, and I know that in your State, Senator Thye, 
there are many like communities that are dependent almost entirely 
upon agricultural income. 

The income of family farms has been cut drastically in recent years, 
and vitally needed programs to restore their loss have not been forth- 
coming. Consequently, the trade and service industries have suf- 
fered greatly along with farming and lumber in loss of income, and 
also the loss of the ability to acquire capital. 

In visits to communities throughout my district, I have recently had 
the opportunity to talk with merchants who are on the ve erge of busi- 
ness collapse. and who are desperately looking for signs of relief in 
the policies of the Government affecting farm income and tight money. 
In many cases. the hope for relief was not enough and the sad sight of 
empty store buildings are all that remain of once-growing and 
healthy businesses. 
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One town of 1,700 population, in the heart of one of the finest farm 
areas in this State, had experienced a steady anda healthy growth 
over a long period. It had payrolls from nearby lumber operations. 
But, in the past 2 years, at least a half-dozen businesses of long stand- 
ing have locked their doors permanently. An equal number have ex- 
perienced a rapid series of new owners who have kept them alive with 
the stimulus of their lost capital. Others are retrenching with reduced 
inventories, smaller sales space, cuts in personnel, and a total halt to 

capital improvements. Some are hanging on desperately in the hope 
that farmers would receive decent prices ‘for their crops this fall, but 
it appears that these hopes have not materialized. What the next 2 
years will show in the business life of that community remains to be 
seen. But Iam positive that, unless some changes are made to improve 
purchasing power in the area, business closures will accelerate at an 
alarming rate. 

This is just one small town in my district. The problem is com- 
pounded in almost every other that is dependent upon agriculture and 
lumber. In an appraisal of conditions in the small-business field, we 

cannot overlook the prime importance of consumer purchasing power. 

The retail trades are the first to be hit by a decline in local income, 
and all the direct remedies in the world cannot replace that vital 
ingredient. 

Therefore, I hope the committee, in its deliberations, will bear in 
mind that the principal solution to the problems of the type of small 
business that I represent will be found in money policies to promote 
new construction and other lumber uses, and in policies to restore a 
healthy farm economy. 

And I would add here that also vitally important in all of Oregon, 
and particularly in the Second Congressional District, is a program 
of full resource development. We “have a tremendous potential of 
waterpower, irrigation, and all of the other benefits that derive from 
a river system such as the Columbia and the Snake River systems. The 
future of our economy and of small businesses is very closely allied with 
the full, comprehensive, multiple-purpose development and use of this 
great river potential. 

Another problem, and one that I am glad this committee is attack- 
ing, is the protection of small business against the encroachment of 
monopoly, and the resulting price discrimination on the manufac- 
turing and wholesale level. I would hope for a strengthening of the 
antitrust and antidiscriminatory provisions of Federal law to give 
small businesses equality, particularly in purchasing power. 

Also, I believe our Federal income tax ld should be thoroughly 
examined, not only to assure small business equality in tax matters, 
but to give certain advantages designed to attract more capital into 
the small-business field. 

The present facilities of the Small Business Administration are 
geared almost exclusively to the requirements of small corporate busi- 
nesses. I would recommend that a special division be created to deal 
expressly with the problems of Main-Street-type business enterprises, 
making money available at low interest rates for both capital invest- 
ment and operation. 

I believe that the small-business man and the small farmer have 
been the cornerstone of the American system. It is very essential to 
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our democratic institutions that we keep a strong, active, and inde- 
pendent backbone to our small private enterprise. This will not be 
possible unless we strengthen the position of independent businessmen 
and farmers to continue to attract capable people and sound invest- 
ments into those fields. 

Mr. Chairman, I thank you and the committee again for this oppor- 
tunity to appear before you, and I commend you again for your visit 
here to Oregon. 

Senator Morse. Congressman Ullman, we are glad to have you. 
When we finish with any questions that may be asked you, I would 
like to have you take a seat over here to my left and feel free to 
participate in the hearings. Any questions ‘that you may wish to 
raise at any time with any witness, you will have the full privilege to 
do so as the other members of the committee. 

Representative Uttman. Thank you. 

Senator Morse. Senator Thye? 

Senator Tuyr. No questions, Mr. Chairman; I was just interested 
in his statement as to the economic conditions within his congressional 
district, and that is what we are seeking—the information as to what 
the situation is from an economic standpoint. 

Senator Morse. I would say, Congressman, that as I have followed 
these hearings, it seems to me that we could almost cross off the name 
of any particular city in which we are holding a hearing and substitute 
the name of any other city where we have held the hearing. The story 
is about the same. I am sure we will find that to be the case today, 
but it is important that the record be made. I believe we will find 
here a great deal of repetition and accumulation of testimony that we 
have already received. Nevertheless, it is going to be very helpful to 
the committee because the uniformity of the testimony, I think, is the 
clearest indication of the need on the part of the committee and the 
Congress to take action in the next session. 

Representative Uniman. I want to say, Senator, that I appreciate 
the opportunity of sitting with your committee, and I will be listening 
and questioning with a great deal of interest in this important prob- 
lem. 

Senator Morse. Thank you very much. 

(Representative Ullman then is seated at the hearing table.) 

Senator Morse. My teammate, Senator Neuberger, is out of the 
State today and could not be with us, but I understand that Miss 
Elizabeth Ducey, who is in charge of his Portland office, will present a 
statement in his behalf. 

I want you to know that we are very happy to have you with us. 
We are sorry that Senator Neuberger cannot be here. We under- 
stand that we will be seeing him before the weekend is over. You 
may now proceed in your own way. 


STATEMENT OF HON. RICHARD L. NEUBERGER, UNITED STATES 
SENATOR FROM OREGON, PORTLAND, OREG., AS READ BY MISS 
ELIZABETH DUCEY 


Miss Ducey. The Senator regrets that he couldn't be here today, 
but has prepared a statement which he asked me to read: 


Mr. Chairman, I want to thank the members of the committee for coming 
to the city of Portland to conduct this hearing on the tax and other economic 
problems of small business. The timing is especially fortuitous because of the 
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adverse conditions which grip prosperity of the State of Oregon. Members of 
the committee will, I am sure, learn much about what happens under a hard- 
money regime when the business cycle enters a declining period. The present 
Oregon business situation might well be described as the prototype of problems 
which arise when the bloom goes off the boom and the relentless pressure of 
tight money, high interest, and restrictive tax policies continue to be felt by 
small-business concerns. 

I have been deeply concerned about the problems of small-business concerns. 
Small business in Oregon has had the highest rate of business failures this year 
on the Pacific coast. During the first 6 months of this year, the rate of failures 
increased 100 percent over the like period in 1956. The details of specific prob- 
lems which have brought about this alarming condition will be pinpointed by 
the representatives of business who appear before you during the next 2 days. 
Because I do not wish to take time from those who have firsthand knowledge 
of these problems, I will make my remarks as brief as possible. 


I believe I should distribute these copies at this particular time 
(Senator Neuberger’s statement). 

Senator Tuye. Thank you. 

(Copies are distributed.) 

Miss Ducey (continuing) : 


Approximately 95 percent of American business firms employ less than 20 
persons. Thus, it is apparent that the last bulwark of our business life is car- 
ried on by concerns in the small business category. Yet, only a small segment 
of governmental aid and assistance and Federal tax policy is designed to meet 
the problems they encounter. Many steps could be taken by Government to 
help materially to alleviate the conditions confronting this important portion 
of our economy, such as a greater allocation of Government purchases to small 
business, a stepped-up share of defense contracts which now go largely to big 
industry, increased availability of both long-term and short-term credit at 
reusonable rates of interest, some form of tax relief and elimination of in- 
equities in freight-rate charges. 

I particularly favor tax revisions to permit small, closely held corporations 
to elect to be taxed as partnerships instead of as corporations for purposes of the 
Federal income tax. It is fair and reasonable to make a distinction between 
large corporations whose capital stock is widely held by the public, and smaller 
enterprises which are owned by a single family or by a few business associates 
who themselves own and manage the enterprise. 

I believe that it will be of real value to many small businesses to be able to 
chose for themselves the advantages of the corporate form of business organiza- 
tion, while being free to file partnership income-tax returns providing they meet 
certain conditions of size and ownership. Such a Federal tax policy would 
reflect realistically the fact that there is much more similarity between many 
small partnerships and small closely held or family-owned corporations than 
there is between such corporations and the great publicly held corporate giants. 

Present tax policy coupled with spiraling costs have made it increasingiy 
difficult for small corporations to accumulate surpluses needed for expansion. 
Small-business men have been confronted with the problem of replacement costs 
in a rising market. In my opinion, exemption from income taxes of a portion 
of profits deserves positive action so as to help ameliorate a situation which 
has placed a ceiling On small-business growth. 

I hope the committee will give thorough consideration to the expansion of 
credit pipelines to small business. The present high-interest, tight-money policies 
have placed an especially heavy burden on small enterprises. I do not think 
small concerns should continue to bear the brunt of policies which seek to 
éontrol price inflation through the avenue of credit manipulation. Yet, this 
is the case under present circumstances, Tight money is rapidly undermining 
the position of small business. Its effect on the volume of capital available to big 
corporations has not dampened the expansion of big corporations. 

Tight money is designed to limit the credit flow from commercial banks. 
This means the squeeze is put on the only source of capital available to small 
firms. Small business generally is unable to borrow from insurance companies 
or investment bankers, or to gain new capital by issuance of stocks and bonds. 
Moreover, the high-interest policy causes big corporations to rely more heavily 
on commercial bank loans, where they enjoy a preferred credit status. 
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The present policy has had little effect on the volume of credit to big corpo- 
rations, but reduction of credit to small business has weakened its expansion. 
Thus, the ability of small business to compete on an even basis is sharply cur- 
tained, and the monopoly position of big corporations is enhanced. The net 
effect has been to make big business bigger, while the climate for small business 
becomes less and less favorable. 

If the business health of our form of capitalism is to be maintained, steps 
must be taken to assure that the number of units in the market place continue 
to grow, and that their ability to compete effectively is not impaired. 

I have mentioned only a few of the conditions affecting small business which 
require corrective attention by Congress. Others will be developed in the 
course of your hearings and, no doubt, will be expanded upon in later sessions 
when Congress convenes. Although I am not a member of this committee, I 
wish to assure its members of my willing cooperation in assisting the achieve- 
ment of its objective—a more healthy climate for small business. 

] thank the committee for giving the people of the State of Oregon an 
opportunity to make their views known on the pressing and difficult problems 
of small-business enterprises. 


Senator Morsg. Please express to Senator Neuberger our appre- 
ciation for his contribution to the record of this hearing. 

Miss Ducey. Thank you, Senator. 

Senator Morse. Do you have any questions, Senator Thye? 

Senator Tuye. I have none other than that I was happy to hear 
his testimony. 

Miss Ducey. Thank you. 

Senator Morse. Thank you very much. Congresswoman Green, I 
understand, will be here very shortly. She hasn’t arrived yet, has 
she ? 

Mr. Struuts. Not yet. 

Senator Morse. The next witness will be Miss Laura Olson, repre- 
senting Congressman Porter. Is Miss Olson here? 

Mr. Srutts. Yes. 

Senator Morse. I am very happy to have you with us. I under- 
stand the Congressman is on his way back to Washington ? 

Miss Orson. God willing. 

Senator Morse. If the road is permissible. 

Miss Otson. He lost a wheel just outside of Roseburg. They got 
a new one and started on. 

Senator Morse. You may proceed in your own way. 

Miss Otson. Thank you, Senator. 


STATEMENT OF HON. CHARLES 0. PORTER, A REPRESENTATIVE 
IN CONGRESS FROM THE FOURTH CONGRESSIONAL DISTRICT OF 
OREGON, AS READ BY MISS LAURA OLSON 


Miss Otson (reading) : 


Mr. Chairman, members of the committee, thank you for this opportunity to 
discuss the faltering position of small businesses in the Fourth Congressional 
District of Oregon, the district I have the privilege and honor to represent. I 
sincerely regret that congressional business has made it necessary for me to 
return to Washington, D. C. Because it has, I have asked my research assistant 
to read for you the following prepared statement: 

Throughout my visit in the district, I found economy, generally, in a decline. 
I found that more than 5,000 persons had moved from Douglas County. I learned 
that scores of small-business establishments showed deficits for the year thus far 
and that their owners saw no hope of making up the loss. I found members of 
small logging operators were forced to close their mills. I discovered that larger 
companies, such as the E. K. Woods Lumber Co., in Reedsport, Oreg., had 
discontinued operation or were working on a slowed-down schedule. Economy 
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of the district, with the possible exception of the Albany area, where industry 
is healthy, is down. Newspaper advertising has dropped more than 20 percent 
over this period last year, in some instances. 

There are, of course, many reasons for this decline and it can’t be blamed 
on a lack of effort by those persons affected. The freight rates enter into the 
picture and they have caused difficulties. Oregon does not have diversification 
of industry, and when its timber and lumber industry falters, so does the 
State’s economy. 

You are aware, as I am, that Oregon is a debtor State. By this, I mean 
Oregonians owe more to outsiders than is owed to them. Statistics from the 
United States Department of Commerce validate this remark. I wish to stress 
again that the outflow of interest from Oregon will exceed any inflow of interest 
to Oregonians since more is owed to outsiders than is owed to us. 

I firmly believe, however, that it is possible for the Small Business Admin- 
istration to help lift Oregon from its doldrums, at least partially, if the two 
major banks which service Oregonians are made to realize that by increased 
participation in Small Business Administration loans, they can boost this State’s 
economy. 

How? Let me quote you figures from a November 7, 1957, letter addressed to 
me from Mr. Wendell B. Barnes, Small Business Administration Administrator. 

He states: 

“According to our records, the cumulative number of loans approved through 
September 30, 1957, were as follows: 





Total busi- | Participatior| Percent of 








State ness loans loans particivation 

approved approved loans 
I aaa Alt inners a nin deed ee a ened amnaaaiadmnion 108 33 30.6 
California... .-- nkapécrevodecddaucedbsnduaeuwseauneceedine 636 196 30.8 
fashington aonequadgcadidandn céckesgnetsbdidhsss-al 187 107 57.2 
poe a ne ahnehdbnrenee 7, 856 5, 445 69.3 





You will note, gentlemen, that these figures do not quote the number of applica- 
tions requested or refused in this or any other State. I am requesting such 
figures to make comparisons to see if the number turned down in Oregon is higher 
than in other States. 

But the figures quoted show that Washington, to our north, has nearly twice 
the number of participation loans as Oregon. I am told, also, that Montana’s 
participation is more than 60 percent. 

Can this mean that a bank might prefer to make the entire loan at a prevailing 
rate of 7 or 8 percent rather than join with the SBA whose maximum rate is 6 
percent? I do not have the answer today but I hope to have it soon. I have 
written to Mr. E. B. McNaughton, chairman of the board of directors of the 
First National Bank of Portland, and to Mr, E. C. Sammons, president of the 
United States National Bank of Portland, asking them for their views concerning 
the feeling of many persons I have talked with that these two leading banks have 
a policy against participation in SBA loans. 

It is not my purpose here today to charge that Oregon’s two leading banks have 
such a policy, but I think this bears investigation. I believe my constituents and 
other Oregonians deserve to know the why of this. If the figures I am requesting 
show that the number of applicants turned down in Oregon is higher than neigh- 
boring States, then it is conclusive proof that State economy is a manipulative toy. 

We know that the lumber industry is turning a corner today. It is realizing 
that full utilization must become a standard operation procedure in Oregon if 
Oregon is to realize its full inheritance. 

Small Business Administration Administrator Barnes has occasion to feel 
that “It is possible that the low rate of participation in our loans in Oregon and 
Washington is because of the generally higher prevailing rate of interest charged 
on business loans in the northwestern part of the United States.” When we com- 
pare a national participation percentage of 69.3 with Oregon's 30.6, I feel there is 
room for considerable improvement. 

I might point out that the Small Business Administration is permitted to par- 
ticipate in a loan with any recognized lending institution. Some States, Mr. 
Barnes tells me, have formed development credit corporations which SBA par- 
ticipates with in loans to small businesses otherwise eligible and qualified under 
SBA loan requirements. 
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Oregon recently moved in this direction when State Senator Walter Pearson 
introdu’ed a bill calling for the State to enter the mortgage-loan business. 

Mr. Chairman, let me make this point clear.. I believe that Congress created 
the Small Business Administration for the purpose of helping small business, 
and I wish to emphasize that it is my feeling there is room for SBA itself to 
be more aggressive in its work. It can approve a loan without bank participa- 
tion, up to the limit of $250,000. That, I think, can happen more often than 


nowadays. ; 
I feel, too, that the limit in some instances is not sufficient. I believe that 


Congress, and this committee particularly during its investigation, might want 
to verbally sound out witnesses to determine if they, too, believe the sum should 
be increased. The average loan, I am informed, is $45,770. This figure comes 
from th> Small Business Administration in a letter sent to me on October 29, 
1957. Some loans, of necessity, must be larger. While there is no existing limi- 
tation on the bank’s share, it may earry that part of a loan which exceeds 
$250,000. If this happens not to fit the picture as viewed by Oregon bankers, 
then it seems to me it is up to Congress to see that other means are found. 
What is the solution? I should like to list some suggestions. 


1. Raise the SBA loan limit to $1 million. 
2. A more active and aggressive participation by the two principal national 


banks operating in Oregon. 

3. A more aggressive participation by SBA in granting loans. 

4. Liberalization of the SBA law requirements. 

5. Aid on the State level to encourage SBA loans. 

Let me expand that second suggestion concerning more bank participation. 
It would certainly seem that since these banks obtain the major part of their 
incomes from the citizens of Oregon that they would be willing to invest in the 


future of Oregon. 

Meanwhile, Oregon seeks prefabrication plants, expanded wood utilization 
facilities, new cheese manufacturing companies—in a few words, Oregon seeks 
greater industrial participation in United States economy. ‘ 

This means available loans for competent operators at sound, but not exorbi- 
tant interest rates; freight rates within reason, and expanded power output. 
The need, gentlemen, is here. The time is now, and with your assistance I believe 
Oregon may break these economic chains which would stunt its industrial 
development. 

Thank you for this opportunity to have my statement read. I hope you will 
have the opportunity, also, to hear small-business men from my district. 

Senator Morse. Thank you very much, Miss Olson, for reading 
Congressman Porter’s statement. As is so typical of him, he has done 
a considerable amount of research and study in the preparation of 
his statement. I think that he has presented us with some material 
that will require the careful analysis by members of the staff and by 
the members of the committee, and will be of use to us in reaching 
some decision in executive session in connection with legislation and 
advice to the Small Business Administration. 

Do you have any questions, Senator Thye ? 

Senator Tuyr. I have no comment other than to thank the lady 
for delivering the Congressman’s talk. 

Miss Orson. Thank you very much. 

Senator Morsr. Congressman Ullman ? 

Representative ULtMan. No questions. 

Senator Morse. Thank you very much indeed. Come in, Congress- 
woman Green. 

(Representative Green is seated at the hearing table.) 

Senator Morse. Now that we have been joined by Congresswoinan 
Green, who has been a very cooperative associate with the two Senators 
and the other Members of the Oregon House delegation in connect:on 
with any problem affecting Oregon small business, I want to say that 
we are delighted to welcome you on behalf of our committee. Con- 
gressman Weir sat with us in Minnesota for part of yesterday and 
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participated in our hearings, as I have explained to Congressman 
Ullman, and we do want to extend the same privilege and courtesy 
to you. 

I want you to feel free, as we listen to these witnesses, to make any 
comment or to ask any questions that you may care to. 

Representative Green. Thank you. 

Senator Morse. Our next witness will be Mr. Anthony Branden- 
thaler, Burnt River Lumber Co., Baker, Oreg. Mr. Brandenthaler, 
we are very happy to have you with us. Please identify yourself to 
the reporter and then proceed in your own way. Just sit down and 
make yourself comfortable. I think that I have identified you sufli- 
ciently but if there is any additional identification, you may supply it. 


STATEMENT OF ANTHONY BRANDENTHALER, PRESIDENT, BURNT 
RIVER LUMBER C0., BAKER, OREG.; MEMBER, SPECIAL COMMIT- 
TEE ON FOREST INDUSTRY DEVELOPMENT, ADVISORY COMMIT- 
TEE TO OREGON DEPARTMENT OF PLANNING AND DEVELOP- 
MENT 


Mr. BranpentHALer. The identification is satisfactory. I am a 
member of this division of the SBA. 

Senator Morsr. Yes, the record should show that. You may 
proceed. 

Mr. BranpenTrHaLER. I appreciate the opportunity to appear before 
this committee on the problems of small business as a representative 
of Gov. Robert D. Holmes and the department of planning and devel- 
opment, and also as an individual lumberman. My statement relates 
to the problems and needs of the small-business man in the lumber 
industry in Oregon, and as these are influenced by Federal timber 
policies. 

Every businessman is keenly aware of the influence the Federal 
Government has upon his business. However, such influence is infi- 
nitely | greater in the lumber business of Oregon, because the Federal 
Government owns over 60 percent of the standing commercial timber, 
which is our basic raw material. For very many ’ of us in the lumber- 
manufacturing industry, the Government is our only supplier, so to 
speak. That has dev eloped, Senator, in your committee, over the last 
2 or 5 years. I, as a private, a small operator for 8 or 10 years, had 
private timber, and our problem, then, presents itself in 2 categories. 

We produced 9 billion feet of timber in the State of Oregon last 
year, which puts us State No. 1 in the Nation. Of that 9 billion feet 
of timber, 2 million was cut under the auspices of the Federal agencies 
and 7 billion was cut under private ownership, so that, although the 
2 billion which is a much smaller percent of the 9 billion feet that was 
cut than the 7 billion owned by the private industry, yet I think in 
the number of mills that are definitely affected by that 2 billion in 
number itself is far greater, affecting a greater number of smaller 
types of business. 

A paramount principle basic to the objectives of Federal timber 
policy, therefore, should require and recognize, clearly and at all 
times, that the Federal resource should be administered in every 
respect for the greatest public benefit over the longest period of time. 
Such a policy must consciously reflect the fact that Federal timber 
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policies are vital to the assurance of economic stability for most of 
the small communities of Oregon, and, specifically, for many of the 
State’s communities. Therefore, whatever the policies, they must 
constantly be appraised, modified, and administered to safeguard the 
prosperity of each area. This will result in the stabilization and 
expansion of the economic base which provides tax-collection returns 
far greater than those resulting of the direct revenues from sales of 
Federal timber. I believe I speak for many thoughtful operators when 
I say to you that the practice of awarding Federal timber to the high- 
est bidder, for example, may not always be consistent with the policy 
objectives just recited. 

The fact that the Federal Government is the largest timber owner 
in Oregon and the Pacific Northwest is actually the salvation of the 
small fellow as well as many of the larger operators in our own lumber 
business. Most of the mills in Oregon could not operate if their 
managements had to purchase logs on the open market or had to buy 
stumpage in the large blocks and million-dollar amounts that infre- 
quently are made available. The reservoir of Federal timber can con- 
tinue to be the mainstay for a large portion of the Oregon economy, 
therefore. 

So much for the general background. Now, let me discuss some 
of the problem areas which present Federal timber policies and man- 
agement practices have created. In this, I am certain my feelings 
and observations are shared by that large segment of Oregon’s lumber 
industry which is composed of the smaller operators. Many, if not 
most, of our problems have been well defined from time to time. Many 
of them have been discussed adequately and examined exhaustively 
in past public hearings such as the joint hearings of a special subcom- 
mittee of the United States Congress in November of 1955 and Feb- 
ruary of 1956. Although efforts at the Federal level are being made 
to resolve many of these problems, much more needs to be done, and 
soon, because many operators in the lumber industry have lost and 
are losing their grip. 

The overall problem regarding Federal timber policies consists of 
three segments which interact one upon the other. These are as fol- 
lows: (1) Selling policies which include the determination of appraised 
values of stumpage; (2) determination of timber quantities on the 
basis of inventory and allowable cut; and (3) the access roads that 
are necessary to this timber. Each affects the other. The value of 
stumpage depends a great deal on access. Allowable cut depends 
both on inventory and access." 

In addition to these specific problem areas, there is the overriding 
and quite frequently very confusing fact that the ownership and 
management of Federal timber involves three different agencies; the 
United States Forest Service in the Department of Agriculture, the 
United States Bureau of Land Management, and the United States 
Bureau of Indian Affairs in the Department of the Interior. 

Senator Tuyre. Mr. Chairman, I wonder if the witness would mind 
an interruption at that point, because there are three specific ques- 
tions that you have just referred to. How would you propose that 
that could be perfected or corrected; by what methods or means of 
consolidation ? 

Mr. BranpENnTHALER. May I finish this paragraph, and then I will 
give my opinion, which is one of many opinions, but I, as an indi- 


a2 See appendix I, p. 107. 
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vidual, cannot tell the reaction of the Government procedure in com- 
bining agencies. That would be rather difficult for me to explain. 

Senator Ture. I apologize for interrupting, and you may finish the 
paragraph, but we are seeking the commonsense explanation from 
those who live with the problem. If you can offer me a suggestion 
how it can be corrected, then you have broadened my intelligence 
along with that of my colleagues in Congress so that we can endeavor 
to correct by any suggested legislative amendments necessary. That 
is the reason for the question. 

Mr. BranveNnTHALER. I live and sleep with the problem, Mr. Sen- 
ator, and I will say this. I am giving you those factors which we 
find are very problematical to us and cause us disturbances. I don’t 
think I can be asked to give you the answer to the question that I am 
asking you, as to how these agencies can be combined best. I don’t 
know. I am in the lumber business. I'll finish this sentence and 
maybe it might clarify a little more what I’m talking about. 

Senator Tuyr. Thank you, sir. 

Mr. BranpenTHALER. The forestry programs and policies of these 
agencies are almost entirely uncoordinated and usually inconsistent. 
I cannot give you an answer to coordination or inconsistency. The 
confusion which arises can be costly to the point of ruin for the 
small operator who may deal in areas where more than one agency 
operates at one time. Thus, it is logical to urge—and this is not 
the first time that this has been urged—that all of the Federal tim- 
ber-selling policies and procedures be consolidated and made identical 
to the extent possible. Now, that is our only suggestion. How that 
is done; that is out of our "jurisdiction. This point, certainly, re- 
quires no elaboration as to its basic merits. 

If I could give a program to combine that part of those agencies 
which deals with the Forest Service, I would be very willing to do it. 

Senator Tuy. I have always endeavored the construction of high- 
ways that would permit the logger to enter the area. There are two 
reasons for that. One is fire protection, and the other is the man 
with limited capital then has an opportunity to bid; whereas, if he 
were compelled to construct the roads accessible to the area, the 
cost ofttimes would be beyond his ability, so I have acquainted my- 
self, as one Member of Congress, with that question, and, because 
of our timber area in northern Minnesota, I am familiar with the 
accessibility of an area. Therefore, I share a very sympathetic 
feeling to many of the questions that you have raised here rel- 
ative to the three agencies. I was seeking information that would be 
beneficial to me when I was rude enough to interrupt you to try to 
get the information. 

Mr. BranvenTHALER. I only wish I had an answer to consolidation 
of that part of those agencies. 

Senator Ture. Yes. 

Mr. BranpentHater. Whether the Indian Agency, the Bureau of 
Land Management—we built an $80,000 road and we’re a small outfit. 
We built it and then right alongside it comes a piece of Bureau of 
Land Management timber that sold to another bidder. The question 
is: Shall they put another $75,000 road in for 800,000 feet or shall 
they come over the road that we built with no payment, and who is to 
decide the percentage payment of maintenance? That is a difficult 
problem, but there it exists with no answer, and we can’t give an 
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answer on what we would like to do. Charge maybe 10 cents or 5 
cents a thousand, whatever the traffic would bear, so he takes care of 
his percentage of upkeep. But we have no jurisdiction to charge 
anybody that is taking timber off of another Government agency. 

Senator Ture. Can you now block him from using your highway ? 

Mr. BRANDENTHALER. You can, but we live in a country where the 
great word is reciprocity. That is the basis of our living. In our 
community, I would say that we have had the least unemployment of 
any community in the State of Oregon—Baker. We live well enough 
there and we wouldn’t want to stop a man, even in our own business. 
But we can’t get any money out of him to help pay for a road that 
we just putin. That isthe problem. 

Senator Ture. The reciprocity exists if you let him have the road, 
but the reciprocity ceases if he doesn’t compensate you. And, there- 
fore, I wondered if you could put up a barrier and say, “Now you 
don’t trespass my right-of-way until I get some sort of a settlement 
from you.” I wondered if that has ever been exercised? I don’t 
approve of such, but it is one way of forcing reciprocity. 

Mr. BranpENTHALER. When you say reciprocity it reminds me of 
Winston Churchill after Gallipoli who said, “One more glorious de- 
feat and we're all licked,” but we can be reciprocal up to the point 
where it isn’t a fair deal. We do not want anything for nothing, but 
we do want to get what we pay for. That is our whole problem. I 
am just giving the interlacing effects of three Government agencies 
in the same small area. I haven’t an answer except that we would 
like you men in Washington to run the country and figure out some 
way to consolidate that particular type of raw material. which be- 
comes confused in ownership amongst a few small buyers in the 
same area. 

Senator Toye. Mr. Chairman, the testimony is helpful to this ex- 
tent that it pinpoints a problem that has existed in the area and I 
am glad that I interrupted you because now I have a broader knowl- 
edge of the problem that exists, and I am now more informed upon it. 

Mr. BranpentTuater. That is a definite picture I gave you on our 
road, and we were just on it. 

Senator Turn. Good. 

Mr. BranpentHater. And we didn’t kick because you know what 
kicks do. We have to behave. 

Senator Morse. Please feel free to interrupt at any time; I am 
sure that this witness will welcome it. 

Senator Ture. Thank you. 

Mr. BranpENTHALER. May I proceed ? 

Senator Morse. Proceed. 

Mr. Branpentuater. Regarding the actual sales of Federal tim- 
ber, there is another major problem, and this is back to what you 
wisely saw in your own State. On the large lots, only a few of the 
big operators can possibly afford to bid. Only they have the capacity 
to “finance, to manufacture and to merchandise such large volumes of 
timber at one time. Only they have the financial strength to build 
the expensive access roads that are part of our present Federal bid 
arrangement.?” 

May I interrupt myself on that? I am in a pine area and I am 
speaking through the Government’s agency of development, and so, 
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therefore, in my discussion I must cover the fir area, of which we are 
not of any part. In our area where our tracts of timber are smaller, 
Senator, we can meet our road costs because they are deducted from 
the price of timber we pay. If pine stumpage is $35, and they fig- 
ure that road costs $8 a thousand to build—and our poor Forest 
Service is broke—then we put up the $8 and build a road, and the 
cost of our $35 timber goes down to $27. In your small areas that can 
be handled, but you come over here on the Pacific coast, and say that 
you have 400 million feet that is to be opened, and there is a road 
that may take $300,000 to build, and there is only a certain type and 
size and money available to build that first’ access road. And 
therein comes the trouble of the small-mill operator on this side of the 
Rockies—on the Cascades. My premise must cover the State of 
Oregon, not just my pine area. 

Senator Tre. His testimony is helpful to me. 

Senator Morsr. The witness may proceed. 

Mr. BrapenTHALER. Furthermore, on this same general point of 
policies of the Federal timber management, there is a serious lack of 
consistent and realistic scheduling of sales. It is difficult, if not 
impossible, for us to plan ahead, to know of future timber sales with 
any degree of regularity. 

And I want to put that in there that you are tied down on our 
basis now on the point of 2-, or 3-, or 5-year eo You can’t 
do that because you have to live from hand to mouth. I don’t blame 
anyone on that, it is just a condition that exists. 

A major part of this problem arises from the deplorable lack of 
personnel and housing facilities of the United States Forest Service 
to plan, to make, and to administer timber sales. The expenditures 
to remedy the situation could be amply allocated from the very large 
income derived from the operation of our national forests in this 
region. I will discuss this point further on. 

May I interrupt for just a moment? 

Senator Morse. Certainly. 

Mr. BranpenTHater. Our whole program on this thing is this, 
and that is to get the Forest Service more money to use in order to 
get more personnel for administration, and to house that personnel 
and to build access roads. We have no kick against the Forest Serv- 
ice as it operates in this area. Am I clear? 

Senator Morse. Would you be surprised if I told you that our 
problem with the Congress is often to get the Forest Service to 
ask for enough money ? 

Mr. Branpentuater. I will get to that in just a minute, Senator. 
{ Laughter. ] 

We have an answer to that—maybe. It is not an answer but a 
suggestion. 

Senator Ture. I was going to say, sir, that we do have occasionally 
a taxpayer’s complaint, however, ‘about the generosity of Congress 
with their purse strings. 

Mr. BranvENTHALER. I am going to throw that down (referring to 
prepared paper). May I answer you with something as I know it? 

Senator Morse. And if you don’t, we are going to print your state- 
ment in full anyway. 

Mr. Branpentuater. I would like to refer to the statement of 
income and expenditures for operation of national forests in region 
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6 for the fiscal year 1956. Now you talk about—and I’m going to use 
a little verbose language, the bellyache of a taxpayer, and I’m one— 
the basic point of this entire problem which we are endeavoring to 
do, not that. we’re going to bed with the Forest Service, speaking 
categorically, or that we are hitting them on the back, that’s not our 
purpose because the Forest Service is excellent in that it has to ad- 
minister the rules and the laws as set out by the committees which you 
Congressmen appoint in Washington. Am I correct! 

Senator Tuyr. That’s right. 

Mr. BranpentTHater. And they have to just follow the book of 
rules as someone else. Now you talk about the taxpayer and his kick. 
I’m going to read you a statement, just some figures of the fiscal 
period, 1956, for the No. 6 regional area. 

To begin with, you, through your budget committee, allowed them 
fourteen million dollars, some-odd thousand. For that fourteen mil- 
lion dollars that you gave the Forest Service they charged on the 
timber sales which I explained before, $19 million. In other words, 
they got $19 million from the lumbermen, which was part of the tim- 
ber purchase for trails, roads, equipment, development of those areas. 
Another $15 million that the Forest Service received from timber 
sales went to local governments, counties, et cetera. An additional 
$17 million was collected from the timbermen which reduced the price 
of timber, so we got nothing and we didn’t give it. Seventeen million 
dollars was for class A, B, and double C roads. We're building two 
of them out here that are just as good as any on the outskirts of this 
city. That is for the future life of the forest, for the individual and 
the taxpayer for travel, recreation, forest control, and protection. 

After all of that money was received from this timber, that the 
Forest Service received, they returned that $14 million which you call 
a budget. They spent some $79 million for this community on in- 
creased roads and all of permanent structure, and after all of that they 
ended with a $26 million profit. You mean that gives rise to anybody 
to kick as a taxpayer? The Forest Service made $79 million in this 
area, and returned that $14 million, what you call a budget, and then 
ended with $26 million which went into the general fund. 

Senator Morse. Mr. Brandenthaler, I can’t begin to tell you how 
delighted I am to have the testimony that you have just given. 

Mr. BranDENTHALER. That’s my own. I’m not reading that from 
any transcript. 

Senator Morse. I haven’t come to testify, and I’m going to be very 
careful not to testify. As chairman, I do from time to time have to 
clarify, and I think this testimony that you have given is pertinent. 
I want to make this statement about procedure in connection with the 
Federal budget. I think the people of our State and Nation should 
know that what happens first is that in an administration, Republican 
or Democrat, it doesn’t make any difference- 

Mr. BrRANDENTHALER. It doesn’t make any difference. 

Senator Morse. The administration in office at the time submits a 
budget to the Congress. That is the recommendation of the execu- 
tive branch of Government. Now I don’t need to tell you what 
happens within any administration. They say to the heads of the 
various departments “This is the goal,” and the suggestion is very 
clear that you stay within the goal if you are the head of that depart- 
ment. Thus we get the budget from the administration based upon 
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the first recommendations that the departments make, not to us, but 
to the executive branch of Government, so that the Forest Depart- 
ment, Bureau of Land Management, the Bureau of Indian Affairs, 
and all the rest, make their recommendations to the Bureau of the 
Budget; the administration’s budget comes down to the Congress. 

It is at that point that we legislators, exercising a precious check 
under our constitutional system, take a look at it. To pinpoint 
it to his case—we see that the Forest Service and the Bureau of 
Land Management and the other agencies handling Federal timber re- 
turned to the Treasury of the United States each year great income, 
far in excess of any cost of administration. So what happens! As 
the Senator from Minnesota who has been of great help to us, time 
and time again, on our access roads problems, well knows. The record 
of what the sale of Federal timber has netted the people of the United 
States is as long as my arm, and on the floor of the Senate, we say, 
“We’ll save money by appropriating more money for roads because 
that means that we will get timber out before it rots and decays and 
diseases. It means that we’ll be able to maintain a scientific sustained 
yield program. We want more money than the department, itself, 
has recommended.” 

The record of the position that many of us in the Congress have 
taken is indisputable and the result is that we have been able to get 
more money time after time for access roads than a Democratic or a 
Republican administration has recommended. As I said, 1 didn’t 
come here to testify, but I wanted to clear this procedure because you 
put your finger, in my judgment, upon one of the great wastes that 
exists in Government today, a waste of not having a business-like 
administration of the cutting of timber. You can’t justify economi- 
cally the failure to provide the roads necessary to get out the timber 
that will net to the taxpayers of this country the greatest possible 
income. 

That is why we are constantly fighting for more access roads, be- 
cause it saves money in the long run, but I often find constituents who 
think that we have to be the first mitiators. It is much easier if a 
department, whether it is the Forestry department or any other 
department, makes an adequate request in the first place because— 
and I close with this—because otherwise you have a presumption 
against you. You go before the Appropriations Committee to make 
your request for more access roads money for the State of Oregon. 
An Appropriations Committee member, and the Senator from 
Minnesota is a very able member of that committee, will say, “Sen- 
ator Morse, what did the Forestry department recommend?” Or, if 
it is in another field, “What did the Army engineers recommend ?” 

That is a presumption against you. You have to overcome that 
recommendation. You’ve got to show why that recommendation 
ought to be upped. 

Mr, Branvenruater. Have we the privilege of doing that through 
channels? 

Senator Morse. No; I say your Senator and your 





Mr. BranpENTHALER. We can suggest it through the proper chan- 
nels? 


Senator Morsr. We very often do it by bringing you in as wit- 
nesses to appear before the Appropriations Committee to tell why 
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that recommendation should be higher. Now, I am all through and 
I am not going to speak at any length further. 

Mr. BranpENTHALER. I don’t have to read all the rest of this. That 
was the spirit of what I wanted to present to you. 

Senator Morse. I think it is extremely important that we save for 
the people of this country this natural:resource by the most scientific 
cutting of it, and you need access roads to do it. I want you to know 
that that has been the position that we have taken for years in the 
Congress, to represent the timbermen of the State. 

Mr. BranpentTHALER. Thank you. I think you have. You have a 
copy of this, have you? [Prepared statement. | 

Senator Ture. I am going to add this to it, that the access roads, 
in my opinion, have always been the wisest investment that the Gov- 
ernment could participate in for two reasons: One, you broaden the 
base of where you are going to obtain your bids from because the 
little operator, as well as the large operator, is in a position to bid. 
Second, you create safety through fire protection. Your timber crop 
can stand there ready for the harvest and it can be burned for lack 
of the ability of the fire-fighting equipment to get in there at the time 
that the fire starts. 

And so I have always advocated appropriations for adequate access 
roads, because I think it is the best insurance that we have toward 
protecting what you have, and secondly, ta get the broadest and the 
most competitive bid that it is possible to get. 

Mr. Chairman, I say that the witness has been a good witness 
and his statement has been most helpful to me, and I am glad that 
we encouraged the little open discussion on the question. 

Mr. BranpENTHALER. May I leave the balance of my paper here 
which goes further into this? 

Senator Morse. Mr. Reporter, will you see to it that the full state- 
ment of Mr. Brandenthaler is in the record, following his oral testi- 
mony. 

(See p. 29 for full statement.) 

Mr. BranpENTHALER. While you are here, we have two problems 
then. We have the group that cuts the 2 billion feet a year, who is 
the smaller operator and who is now wholly, if not entirely, dependent 
upon Forest Service timber. 'And then we have the larger firms— 
and don’t for a minute, I am not saying that they are wrong in having 
private timber—I take all of it that I can get—but you have two 
different problems. We have to depend upon the Forest Service 
timber, more so now thanever. They don’t. We are all friends and I 
don’t mean it as an argument against that program. 

But here is the point. Couldn’t this first step, No. 1, combine these 
three Government agencies through some possible arrangement? [ 
don’t know that. If this could be put not on a budgetary system, but 
get the statement of earnings of the Forest Service area and operate it 
as an agency of earning. That is not a budget that is returned, plus 
$79 million worth of other money. That shouldn’t come to your 
budget committee. \ 

Senator Morse. You know, Mr. Brandenthaler, I have for years 
introduced bills that propose that a certain percentage be returned 
to the agency for investment in access roads. It is difficult to get that. 
It is hard to get a precedent on this. We have a few in a very limited 
way in the administration of the Federal Government, but I hope 
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some day we will have what I call a sort of quasiproprietary activity 
on the part of the Federal Government—because that is what this 
is in a sense—where you find the Government on a quasi basis operat- 
ing a business. 

‘Mr. BraNpenTHater. 'That’s what it is. 

Senator Morse. And then I think, like any good businessman, you 
ought to take a certain percentage of the income from that: business 
for reinvestment into the business. I have proposed, and the Public 
Works Committee is working on, an access road bill. We will tighten 
it up to make sure we reinvest a proper amount to get these roads 
built. 

Mr. BraNDENTHALER. That is the only answer that I have heard 
upon it. Make it on a percentage basis, back into the area from which 
it originates for development. 

And in closing, I want to give you one more thought on this. We 
are all after timber, and yet I think that the timber business and the 
lumber business should have educated us enough during the peat 15 
years, This is not an idea to run ruthlessly through a forest because 
in our area alone a flattop pine tree grows no more than to maturity 
because from then on, like people, when you get to the top you then 
go down. The access roads are necessary to” get that out, and give 
your younger trees a greater growth ability, plus the tree farms. We 
are all sold on this one thing of conservation that we should leave 1 
tree for every tree that we cut, and maybe 1 extra for a balance. And 
that has been demonstrated by the fact that we do allow our smaller 
trees to grow larger, and we are building tree farms. 

And so | don’t want the idea to get across here that we go through 
an area willy-nilly and cut everything and leave devastation because 
that is not our program. We are perfectly willing to conform with 
conservation, and yet we want to get this thing out on a business basis, 
and you give us a percentage and you'll never hear the last of it. That 
is the last you'll hear. rather. 

Senator Morsr. I don’t want to embarrass him, and I hope you 
will not think me out of line, but I am sitting today alongside a really 
great conservationist, and a man who recognizes the principle of a 
tree farm. You know what he told me on the airplane coming out 
here today? We got to talking about our farming interests, and he 
told about the trees that he planted recently on his Minnesota farm 
and some 5,000 trees that he is going to put in this next spring; and 
what that little Minnesota woodlot, in terms of three grandchildren, 
will mean to them by way of tree harvest 30 or 40 years from today. 

As I explained to him, that is the concept that we have here in 
Oregon when we talk about a sustained-yield program and about 
farming our trees. 

I hope that Senator Thye will not object to my making that personal 
reference, but it illustrates what it is that we are trying to do when 
we think ahead to future generations like his grandchildren, and 
try to leave them some tree farms that they can harvest instead of, 
as you point out, leaving no replacement of them. 

Senator Ture. Mr. Chairman, your harvest into the future in 
Oregon and all the Northwest is greater if you have proper manage- 
ment than it has been while you took the virgin forest out. 

Mr. BranpenTHALER. There is no question about that. 

Senstor Trryr. But access roads and proper supervision, and you 
cannot have proper supervision without an access to the area. 
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Mr. BranpenTHALER. There is no question about that fact. 

Senator Tre. And the entire answer that I have had in my own 
thinking on the question is just that. But there is one problem—how 
do you get a consolidation of the Indian lands with the other agencies? 

Mr. BranDENTHALER. We do not have Indian lands in our territory. 

Senator Tyr. You don’t have it here ¢ 

Mr. BranpDeNTHALER. Not in eastern Oregon. 

Senator Ture. I see. 

Mr. BranpentuateR. Therefore, I must give my thoughts to the 
entire State rather than what is applicable only to us. 

Senator Tuyr. I see. Now here you have an example of why a 
committee hearing is important in an area because I don’t think that 
you would be apt to be down before the committee in Washington, nor 
would we have had the time to have afforded you a free discussion 
of the question. And that is why many of us would probably prefer to 
do something other than sleep all night in an airplane chair in order 
to get to a hearing, but we are trying to accommodate you and the 
people in this area of the Nation, sir. 

Mr. Branpentuaer. There is 1 more point that I would like to 
leave before I go, and that is the point which we have been fighting in 
our little area over there for 7 years, and that is a reinventory of what 
the United States Government owns which is not on its books as in- 
ventory in the Forest Service department in Washington. That is not 
the fault of the Forest Service, nor is it the fault of industry. It is due 
to a development and our money problems which have gone to, say from 
$1, we have gone to a 35- or 40- or 50-cent dollar. 

When that last inventory was taken the only thing that was put on 
our inventory in Washington, which is an asset to the United States 
Government, was that timber known as merchantable timber. Mer- 
chantable timber, in those days as today, is only that tree which for 
the cost of its falling, and its logging, and its manufacturing, selling, 
ean be sold at the market at a minimum profit, or a maximum profit, 
or an average profit. Do you agree on that, Senator / 

Senator Morse. Right. 

Mr. BranpeNTHALER. When that inventory was taken, pine was 
worth $3 a thousand, fir was worth $5 a thousand. We had small cats, 
small equipment. Therefore, when you went 200 or 400 yards off the 
road, and into a little ravine, that wasn’t inventory that was left be- 
cause with the equipment on hand at the date that this inventory 
was taken that was classified as nonmarketable. 

Since that time, pine has grown from $4 to $35, and fir has gone 
from $6 to X. Now we will even pack a tree out on our back 10 miles 
if we have it. You can go back in there 50, 60 miles, 70 miles, 80 miles, 
with larger equipment, and all of that equipment that is now available 
is not on your books in Washington as inventory. But I know that 
you have made a great effort, and you have started it in many of our 
counties, That percentage increase that they have found to date is 
a good average of 25 percent more than the Government ever thought 
they owned. 

If that job is done, there will be more timber available on our per- 
centage cutting without devastation. And that is the second major 
problem that we would like to see now developed. 
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Senator Morse. A fine point. 

Mr. BranpDENTHALER. Because each area, in each area, the Govern- 
ment doesn’t know what it has at the present time. They can’t know. 

Senator Morse. Just a moment. Congresswoman Green, any ques- 
tions / 

Representative Green. No questions. 

Senator Morse. Congressman Ullman ? 

Representative Uttman. Mr. Chairman, I just want to commend 
Mr. Brandenthaler for his able and practical discussion of the prob- 
lems of the timber industry. As I say, he is a neighbor of mine in 
Baker, a very fine citizen of that community, and operates a very fine 
lumber operation in eastern Oregon. 

Senator Morse. Thank you very much, Mr. Brandenthaler, for 
being with us. Your full statement will be included in the record at 
this point. 

Mr. BranpentTHALER. Thank you, all of you, very much indeed. 

(The statement referred to follows :) 


PREPARED STATEMENT OF ANTHONY J. BRANDENTHALER, PRESIDENT, BURNT RIVER 
LUMBER Co., MEMBER SPECIAL COMMITTEE ON ForEST INDUSTRY DEVELOPMENT, 
ADVISORY COMMITTEE TO OREGON DEPARTMENT OF PLANNING AND DEVELOPMENT: 
RE OREGON Forest INDUSTRY DEVELOPMENT 


I appreciate the opportunity to appear before this committee on problems of 
small business as a representative of Gov. Robert D. Holmes and the depart- 
ment of planning and development, and also as an individual lumberman. My 
statement relates to the problems and needs of the small-business man in the 
lumber industry in Oregon as these are influenced by Federal timber policies. 

Every businessman is keenly aware of the influence the Federal Government 
has upon his business. However, such influence is infinitely greater in the 
lumber business of Oregon because the Federal Government owns over 60 per- 
cent of the standing commercial timber which is our basic raw material. For 
very many of us, in the lumber manufacturing industry, the Government is our 
only supplier, so to speak. Therefore, our lumber business which is the back- 
bone of the Oregon economy, the forest industry workers who constitute the 
largest manufacturing payroll of the State, and the very life of many of Oregon’s 
communities are directly dependent upon and affected by the policies and man- 
agement of the Federal Government's timber. 

A paramount principle basic to the objectives of Federal timber policy, there- 
fore, should recognize clearly, and at all times, that the Federal resource should 
be administered in every respect for the greatest public benefit over the longest 
period of time. Such a policy must consciously reflect the fact that Federal 
timber policies are vital to the assurance of economic stability’ for most of 
Oregon, and specifically for many of the State’s communities. Therefore, what- 
ever the policies, they must constantly be appraised, modified, and administered 
to safeguard the prosperity of each area. This will result in the stabilization 
and expansion of the economic base which provides tax-collection returns far 
greater than those resulting from the direct revenues from sales of Federal tim- 
ber. I believe I speak for many thoughful operators when I say to you that the 
practice of awarding Federal timber to the highest bidder, for example, may 
not always be consistent with the policy objectives just recited. 

The fact that the Federal Government is the largest timber owner in Oregon 
and the Pacific Northwest is actually the salvation of the small fellow as well 
as many of the larger operators in our own lumber business. Most of the mills 
in Oregon could not operate if their managements had to purchase’ logs on the 
open market or had to buy stumpage in the large blocks and million-dollar 
amounts that infrequently are made available. The reservoir of Federal timber 
can continue to be the mainstay for a large portion of the Oregon economy, 
therefore. 

So much for the general background. Now, let me discuss some of the 
problem areas which present Federal timber policies and management prac- 
tices have created. In this, I am certain my feelings and observations are 
shared by that large segment of Oregon’s lumber industry which is composed 
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of the smaller operators. Many, if not most, of our problems have been well 
defined from time to time. Many of them have been discussed adequately and 
examined exhaustively in past public hearings such as the joint hearings of a 
special subcommittee of the United States Congress in November of 1955 and 
February of 1956. Although efforts at the Federal level are being made to 
resolve many of these problems, much more needs to be done, and soon, because 
many operators in the lumber industry have lost, and are losing, their grip. 

The overall problem regarding Federal timber policies consists of three seg- 
ments which interact one upon the other. They are as follows: (1) Selling 
policies which include the determination of appraised values of stumpage; (2) 
determination of timber quantities on the basis of inventory and allowable cut, 
and (3) access to timber. Each affects the other: the value of stumpage de- 
pends a great deal on access ; allowable cut depends both on inventory and access. 

In addition to these specific problem areas, there is the overriding, and quite 
frequently very confusing, fact that the ownership and management of Federal 
timber involves three different agencies: the United States Forest Service in the 
Department of Agriculture, the United States Bureau of Land Management 
and the United States Bureau of Indian Affairs in the Department of the 
Interior. The forestry programs and policies of these agencies are almost 
entirely uncoordinated and usually inconsistent. The confusion which arises 
can be costly to the point of ruin for the small operator who may deal in 
areas where more than one agency operates. Thus, it is logical to urge—and this 
is not the first time this has been urged—that all of the Federal timber-selling 
policies and procedures be consolidated and made identical to the extent 
possible. This point certainly requires no elaboration as to its basic merits. 

Regarding the actual sales of Federal timber, there is another major problem. 
On large lots, only a few of the big operators can possibly afford to bid. Only 
they have the capacity to finance, to manufacture and to merchandise such large 
volumes of timber. Only they have financial strength to build the expensive 
access roads that are part of the present Federal bid arrangement. 

Furthermore, on this same general point of policies of the Federal timber 
management, there is serious lack of consistent and realistic scheduling of sales. 
It is difficult, if not impossible, for us to plan ahead, to know of future timber 
sales with any degree of regularity. This situation is nothing short of disastrous 
if we are to maintain some degree of operating stability. A major part of the 
problem arises from the deplorable lack of personnel and housing facilities of 
the United States Forest Service to plan, make and administer timber sales. 
The expenditures to remedy the situation could be amply allocated from the very 
large income derived from the operation of our national forests in this region. 
I will discuss this point further on. 

One can conclude, therefore, that it is desperately urgent for the revisions and 
adaptation of Federal timber policies which will provide as soon as possible 
more small unit sales, more system in the method and regularity of offerings, 
and a basic policy change in access road financing. 

This leads me to refer briefly now to what seems to be the most important 
approach to our entire forest industry in Oregon: the need for more timber. 
At present, bidding on timber is nothing short of suicidal. Mills must have 
logs: no logs, no mill. No mill, no jobs, and a shrinking economic base. In 
order to get timber, which is in short supply, under the present system of Fed- 
eral timber sales, mills will bid ridiculously high prices for stumpage. The 
whole principle of bidding, as I pointed out earlier in this statement, is not con- 
ducive to the best and widest benefits in terms of economic stability and expan- 
sion. I am convinced that a greater supply of timber would eliminate some of 
the breakneck bidding which occurs in most instances. In other words, if loggers 
could get to the trees and could cut a greater volume of trees consistent with 
good forestry management practices, more timber would become available. This, 
it seems to me, is the major key to the proper management of our forest re- 
source, and the reasonable prosperity of the Oregon industry. 

More timber means access and it means a realistic allowable cut allocation. 
This is where attention must be focused, and action be forthcoming. What 
is the United States Forest Service doing in these areas of importance? In 
region 6 which comprises Oregon and Washington, the sum of $7,836,208 was 
spent in 1956 from congressionally appropriated funds to the United States 
Forest Service for housing, planting, roads and protection facilities. In addi- 
tion, roadbuilding was accomplished by logging contractors for a total of $17,- 
908,792, which sum was paid through a reduction in the price of timber as 
compensation for road construction. These amounts are not sufficient to do 
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the job, and should be increased materially without delay. Financially, the 
capital improvements which are needed for roads and other facilities could be 
paid directly out of the income which the Federal forests already provide. The 
key to this can be forcefully demonstrated by a brief analysis of the statement of 
income and expenditures for operation of national forests in region 6 for the 
fiscal year 1956. The following data are taken from the last page of the Annual 
Report of the United States Forest Service for Region 6, dated February 1, 1957. 

During that year the excess of income over total operating costs and capital 
improvements was $40,679,853. In addition, considered an operating cost, was 
the sum of $15,523,246 contributed to counties. In other words, a “profit” of 
$56,203,099 was disbursed into Government treasuries, including the return of 
$14,565,808 which was appropriated by the United States Congress. Therefore, 
it seems clear to me that region 6 forests are capable directly of supporting a 
much greater program of capital improvements than heretofore which would 
place no burden on the taxpayers. 

Lack of an adequate road system, it has been pointed out many times, pre- 
vents the harvesting of much mature timber as well as other timber which 
cannot get proper forest management without a real road system. Good roads 
will mean good management which then means greater economic availability of 
timber through the realization of the full allowable cut. 

With regard to the last point, it is a well-known fact that the allowable cut in 
our Federal timberlands does not reflect appropriately the actual condition of the 
forest. This is due to a lack of adequate, up-to-date inventory. This presents 
another area where improvement is urgently necessary. Stated in simple words, 
inventory isn’t moving fast enough or realistically enough to provide the kind of 
allowable cut consistent with the state of our forest and, hence, to meet the 
desperate need for more logs. I believe this committee is fully aware of the 
fact that each reinventory in Oregon has resulted in a greatly expanded 
allowable cut. 

Going back to the need for providing access, there is one area of operations 
which seems to get lost in the shuffle, and yet, which is very important to some 
of the smaller operators. In any forest there are so-called normal losses from 
natural causes—blight, disease, insects, animals, and occasionally wind. Some 
of this loss occurs in small groupings of trees, and some occurs in single trees. 
Logging such small lots is more expensive, and larger operators are not inter- 
ested. However, with a road system to make this timber more available, it 
would be an ideal opportunity for small logging operators. Even under present 
conditions of limited access, there is some opportunity for such salvage. If a 
professional forester could be provided for United States Forest Service region 6 
to supervise such salvage logging operations, his salary would be covered many 
times by additional return to the Government. Such a forester would be paid 
perhaps $5,500 per year, and through his efforts, 4 to 5 million board-feet of 
additional salvage timber in region 6 could be recovered from the forests. Ata 
return of about $20 per thousand board-feet, this would amount to between 
$80,000 and $100,000 additional revenue per year from the forests. Furthermore, 
this type of logging would provide many small unit sales of interest to small 
loggers. 

Of course, all of us in the lumber business are interested in the progress being 
made with tree farms. The larger operators are investing heavily in such, and 
we would like to be able to participate in such forward looking programs. 
Although the United States Forest Service produces a large number of seedlings 
and transplants in their Washington and Oregon nurseries, there is need for 
expansion in those activities. With access to areas where timber is overripe or 
where salvaged timber could be removed, it would be possible to promulgate even 
greater replanting and seeding, with appropriate control of fire, insects, and 
disease. 

As I stated before, in the United States Forest Service region 6 in 1956, the 
Federal Government received $40,679,853 more than it paid out for other forest 
purposes in that region alone. Since this “profit” is derived from the public’s 
forest resources, it is important that it be plowed back for the better utilization 
of those resources by means of such capital improvements as a real access-road 
program. Once the roads are constructed, the direct net returns to the Federal 
Government will be greatly increased. Recreation, fire, disease and insect con- 
trols and all other facets of wise forest management will benefit. More 
timber will be available for local sawmills to relieve log shortages and strengthen 
the local economy. As a consequence, the use of these Federal forest “profits” 
will expand the entire tax base of the area. 
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I wish to emphasize with the greatest urgency that the point of immediate 
relief for many small operators relates to the access situation. A forward-look- 
ing remedy lies within a program of planned allocations of our forest “profits” 
by the Congress for forest roads, supplemented by direct appropriations as nec- 
essary. Mr. Ed Stamm of Crown Zellerbach suggested a 10,000 mile primary 
road access program for the Douglas-fir region. Senator Morse has introduced 
several bills for federally financed access-road systems. We need these pro- 
grams very badly. 

As a businessman, I see such a roadbuilding program as a most necessary 
investment which will be repaid many times. We do not come here seeking spe- 
cial favors. We are in a very competitive business which has extremely sensi- 
tive markets. It is one thing when a fellow is forced out of business by compe- 
tition. He generally goes quietly that way. But, when a businessman has to sit 
with a mill which is an economic cornerstone in the community—and the plant 
starves for want of raw materials, you hear the cries of anguish from lumber- 
men, workers, and communities throughout the State. Such a situation of want 
in the midest of wasted plenty is inconceivable. 

In conclusion, my considered belief is that the suggested program would be en- 
tirely consistent with all tenets of conservation and the fullest use of our forest 
lands. It is a matter of recognized good forestry practice that as the mature 
trees are harvested, the new crop of young growth can develop most healthfully. 
Access also can be harmonized to render the greatest values for recreation and 
out-of-door sports. If these concepts of forest management worked in the great 
public forests of France, Germany, Switzerland, Scandinavia, there is no reason 
why they won’t work here. 

Senator Morse. Our next witness will be Mr. Lloyd A. Lewis, Wil- 
lamina, Oreg., who will speak for a committee including John W. 
Shaw and Oscar Wideman, Sheridan, Oreg. 

Mr. Lewis. Thank you. 

Senator Morse. I want you to know that I appreciated very much 
the meeting that I had with you down at Sheridan when I discussed 
some of the problems of timber in your area, the small-business prob- 
lems, and when I invited you to attend this meeting today I am very 
happy that you made arrangements to be here. 

Mr. Lewis. Thank you, and we were certainly very glad to have you 
down there too. 

Senator Morse. Please proceed in your own way. 


STATEMENT OF LLOYD A. LEWIS, LUMBERMAN, WILLAMINA, 
OREG., FOR HIMSELF, OSCAR WIDEMAN, MANAGER, WIDEMAN 
LUMBER C0., SHERIDAN, OREG.; JOHN SHAW, MANAGER, JOHN’S 
MILL, WILLAMINA, OREG.; AND HENRY NELSON, OWNER, 
GREEN MOUNTAIN LUMBER CO. MILL, GRAND RONDE, OREG. 


Mr. Lewts. Most of my talk, like the last speaker, will deal on 
about the same thing, namely, the road situation. 

Senator Morse. That’s all right, we want it in the record. 

Mr. Lewis. This statement is presented by a group of small mill 
operators in the Sheridan, Willamina, and Grand Ronde area, 50 
miles south and west of Portland toward the coast. Following two 
meetings by the group, this statement was prepared to give to this con- 
gressional group an insight on a very few of the major problems 
confronting the sawmills and loggers in our area. 

Preparing and presenting this statement today are Lloyd Lewis, 
chairman of the committee, and manager of the Willamina Lumber 
Co., Willamina, Oreg.; Oscar Wideman, manager of the Wideman 
Lumber Co., Sheridan, Oreg.; John Shaw, manager of John’s Mill, 
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Willamina, Oreg.; and Henry Nelson, owner of the Green Mountain 
Lumber Co. mill at Grand Ronde, Oreg. 

Small mill operators in our area, those cutting up to 65,000 feet 
daily, are not interested in bidding on O & C timber because of 
existing restrictions, which make the operation unprofitable for the 
small operator. These same operators are interested in bidding on 
Federal Forest Service timber, but seldom present a bid because they 
know in advance they have little opportunity of competing against 
large firms. 

Under existing regulations, roadbuilding costs in Federal forestry 
timber make it almost impossible for the small operator or logger to 
bid because of the large outlay of cash required for construction of 
roads, 

For example; the following paragraph was taken from the prospec- 
tus for the proposed Cougar Mountain, No. 2 timber sale, Hebo Ran- 
ger Station in the Siuslaw National Forest, and that is for November 
25, 1957, when it is coming up. 

The purchaser will be required to construct approximately 2.55 miles of class 
SN 21 truck road, 1 mile of class SN, 17.5 miles truck road, and 0.5 mile of 
operator spur; and better 0.8 mile of road. Estimated development costs for 
the above construction are approximately $91,202. This estimate is not guaran- 
teed in any way, and does not include profit and risk margin or the cost of 
logging the right-of-way timber. 

Operators in our area cannot handle the $91,202 road cost, is our 
opinion. 

We suggest in the interest of the small operators and the com- 
munities dependent upon the mills and loggers that the Federal 
Forest Service offer smaller blocks of timber at auction, and hold the 
sales more frequent than is now the policy. We propose sales in the 
approximate amount of 2 million feet. 

It is our opinion oral bidding at timber auctions has an extremely 
damaging effect on the smaller operators. We suggest sealed bids, 
which we believe would eliminate larger operators raising bids in 
competition with each other. We believe large operators are paying 
excessive prices to keep competitors from making purchases. 

We are grateful for this opportunity to appear before this con- 
gressional group today and appreciate your interest in our economic 
problems. 

Senator Morse. Senator Thye? 

Senator Ture. The question of bidding—now when you say sealed 
bids, would it be like an auction sale where Mr. Smith bids this price 
and Mr. Jones bids a higher price? Is it that kind of a competitive 
bidding, or how do they conduct bids? 

Mr. Lewis. No, it is all by oral auction now, Senator. You put in 
your bid. Each one puts in generally their minimum bid and their 
check to accompany that, the downpayment. Then their names are 
put on the blackboard, and then the oral bidding starts. 

Senator Tre. I see, it is somewhat like a public auction ? 

Mr. Lewis. It is a public auction, yes. 

Senator Ture. In other words, you can raise your own bid? 

Mr. Lewis. That is right. 








34 SMALL-BUSINESS PROBLEMS 


Senator Ture. If you find that somebody has raised the bid which 
on have submitted, why when you are at liberty to raise your own 
id 

Mr. Lewis. That is right. 

Senator Trve. Therefore, they can keep right on bidding until 
such time as they have forced out the little fellow, or the little fellow 
may be faced with some highway construction as an accessible ap- 
proach to his timberland. Thank you, sir. 

Mr. Lewis, Some sales will go on for 2 hours. They will maybe 
raise each other 5 cents at a time, a dollar at a time, whatever they 
want. 

Senator Morse. Congresswoman Green ? 

(No response. ) 

Senator Morse. Congressman Ullman ? 

(No response.) 

Senator Morse. Mr. Lewis, I have had it represented to me that 
this occurs and I wanted to check that with you, to what extent, if 
any, do you find that Company X that has timber holdings in another 
area—say area A—will come into area Bb and buy timber and hold it, 
thereby keeping it out of production for a time, and then finish 
logging the timber that it has in area A with the result that by being 
allowed to buy this timber and hold it and keep it out of BeOene ee 
it may have the effect of closing down a small mill in the area where 
the timber is located ? 

Mr. Lewis. That would be right on private timber, but on Gov- 
ernment timber there is a time set when this timber must be logged and 
taken out. 

Senator Morse. And is there any tendency for them to wait until 
the last possible period of that particular time bracket ? 

Mr. Lewis. No; there wouldn’t, there wouldn’t really be. They 
would be sure that they would cret it out in time or there would be 
a penalty on there. They wouldn’t want to run into that. 

Senator Morse. In regard to the access-road point that you raise, 
I very strongly take the position that in most instances a 
much greater degree than at the present time—the Government itself 
should build the road, with the cost figured in on the stumpage. This 
then gives all bidders an equal chance on the timber.*° 

Mr. Lewis. That is right. 

Senator Morse. There are many reasons for that, which I will not 
take the time to discuss. I think that these access roads in many 
localities should be built for something else than just to get timber 
out. There are many other purposes that they can be put to, even 
after your timber is out, but of course if you are going to have 
sustained yield, then they can be used to advantage—and with some 
repair—in the future. 

I am glad that what you said about access roads is in the record 
because it dovetails with what Mr. Brandenthaler has already said. 

Mr. Lewis. I might mention one more thing, Senator. On these 
sales—on this particular sale that we were talking about, there is 
8,800 mbf in the sale, and there is $13.65 which is taken off for the 
road construction. But the small operator must build this road at 
$90,000 before he can log any of the timber, and so he just can’t afford 
that. He doesn’t have that kind of money. 








le See appendix I, p. 107. 
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Senator Morse. He can’t borrow it? 

Mr. Lewis. No; you can’t borrow that kind of money. 

Senator Morse. Not on the present market. 

Mr. Lewis. And then if the sale runs over 8,800 mbf then you pay 
an additional $13.65 to your bid. 

Senator Morse. Well, thank you very much. It was very helpful 
to have your testimony. 

Mr. Lewis. Thank you. 

Senator Morse, Our next witness is a man who has done a great 
deal of work, Senator Thye, in the State of Oregon for the small lum- 
bermills of the State: Mr. Leonard B. Netzorg, representing the West- 
ern Forest Industries Association. Mr. Netzorg, we are glad to have 
you. You may proceed in your own way. 


STATEMENT OF LEONARD B. NETZORG, REPRESENTING THE WEST- 
ERN FOREST INDUSTRIES ASSOCIATION, PORTLAND, OREG. 


Mr. Nerzora. I am Leonard B. Netzorg, a lawyer of Portland, Oreg. 
I appear here today on behalf of and at the direction of Western 
Forest Industries Association, a trade association of lumber manu- 
facturers, loggers, wholesalers, and others involved in logging and 
lumbering in the Western States. 

The interest of the association is directed primarily to the man- 
agement and administration of publicly owned timber. This interest 
of the association in the public timber supply is understandable be- 
cause the membership of the association depends in large measure upon 
the public forests for their raw material supply. From this is may be 
gathered that by and large the members of the association do not 
individually hold extensive tracts of privately owned timber. By the 
same token, the membership tends to be comprised of the smaller 
and medium-sized units within the industry. There are also members 
who, although larger lumber producers, are likewise heavily depend- 
ent for their raw material supply upon the public forests. 

One of the central problems facing the industry today is the basic 
concept which guides the Forest Service in appraising the value of 
national forest stumpage that it offers for sale. Pursuant to law and 
in practice, stumpage from the national forests is sold at competitive 
bidding. Before any sale is announced, the Forest Service appraises 
the particular bit of timber to be sold and in its sale announcement 
states that it will accept no bid lower than the value so appraised. 
Under the statute under which it operates, the Forest Service is re- 
quired merely to fix the “fair value” of the timber. In appraising its 
timber, the Forest Service seems to be adopting in fact the apparent 
position of the Comptroller General that the national forest timber 
ought to be appraised at something called “market value.” Market 
value is simply determined by reference to prices obtained at recent 
competitive sales of national forest timber. In this fashion, the “fair 

value” commanded by the statute has become “market value.” 

Not too many years ago this would have been a valid test of the 
value of the national forest timber. Then there was a relatively 
abundant supply of privately owned timber on the market and the 
individual operator had a choice of buying either from the Forest 
Service or from the numerous private timber owners who were offer- 
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their stumpage for sale. In recent years, however, the supply of 

rahe timber that is in fact available on the market has dwindled. 

pra and more, the available log supply has come to be concentrated 
on the national forests." 

Senator Morse. Would you permit this interruption to ask you 
whether I understand this distinction that you are drawing? Where 
you have a situation, whether it is in timber or in any other com- 
modity, where the ownership becomes concentrated in the hands of 
one or a very few—where you have either a monopoly or a quasi- 
monopoly—then the status of the ownership itself greatly determines 
the market value because there is no other place for the purchaser to 
go except to the single owner, or small group of owners. And the 
ownership itself inflates the market value. 

Mr. Nerzorc. The ownership itself not only inflates it, Senator, 
but as I hope to develop in a very few moments, the manner in which 
the product is sold—it doesn’t make any difference whether it is 
electric energy, or oil, whatever the product, or steel, a recent matter 
that has attracted the attention of the Senate, wherever there is a 
monopoly, or a quasi-monopoly situation, something verging on 
monopoly. 

And then, as I propose to show in the situation of the national 
forest, stumpage withheld from the market so that an artificial short- 
age is ‘created, and this in turn compounded by a sales program which 
has been in the past quite unreliable, then the market value achieved 
by sales made to millowners—they must either have logs or junk 
out their mills, lay off their labor forces and see these small towns 
and communities simply shrivel to nothing—and it is at this point, 
Senator, market price, while a very appealing thing in a typical 
competitive market does, it seems to us, not have, or ought not to have, 
quite the significance that it now has in the sale of timber. 

I might say to you, also, Senator, that at any point that any person 
here wishes to interrupt, I would welcome the interruption because I 
would like to make sure that our position is clear. 

Senator Ture. We don’t want to interrupt, but if we do interrupt, 
it is just for purpose of clarification. 

Mr. Nerzore. Yes; and I do want this to be as clear as possible, 
sir. 

Senator Morse. I want to ask the witnesses out in front, yet to 
be heard, please not be too impatient. We are going to sit here 
until we come as close to getting through today’s schedule as is 
humanly possible, even though it may take us until 6: 30 or quarter to 
7 tonight to do it. 

Mr. Nerzorc. We approach, therefore, an economic condition where, 
insofar as the individual purchasers of stumpage is concerned, there 
is essentially one supplier; namely, the Forest Service, and numerous 
competing purchasers. In other words, insofar as a great number 
of mill operators are concerned, the Federal Government is substan- 
tially the sole supplier of raw materials. As to these operators, the 
Government occupies a position verging on monopoly. 

In such a monopolistic situation, it is hardly equitable to suggest 
that fair value is whatever the market will bear 





14 See appendix I, p. 107. 
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In the first place, according to a recent report of a committee of the 
House of Representatives, in the States of Oregon and Washington 
west of the Cascade Mountains, mill capacity seems to exceed the 
timber supply. This places the "Government in a position, with its 
relative monopoly on the raw-material supply, to encourage and even 
to compel competition of the most ruinous type. 

In the second place, from a variety of causes the Government with- 
holds from the market the full amount of the stumpage which it 
ought to be offering for sale each year. In making this statement I 
certainly intend no suggestion of culpability on the part of any per- 
son or agency. The fact is that the Forest Service is undercapitalized, 
lacking in adequate working funds and probably understaffed. 
Whether this is the fault of the executive branch for inadequate bud- 
gets, of the Congress for inadequate appropriations, or a combination 
of both or of neither, the fact remains that the United States Govern- 
ment, as an entity, w ‘ithholds from a market in which it enjoys a con- 
dition verging on monopoly the full supply of stumpage which it 
ought to be placing on the market in order to support industry and 
payrolls and, of perhaps even greater importance, in order to convert 
its commercial forest lands to their maximum timber- growing capacity. 

Senator Morse. And to maintain a sound, conservation program. 

Mr. Nerzore. Indeed. 

Senator Morsr. Part of your statement deals with this matter of 
whether or not they are cutting up to what would be the allowable 
cut for maintaining a sustained-yield program, does it not? 

Mr. Nerzora. Senator, if I may digress for the moment, there has 
been talk here of the allowable cut. We are not cutting to the allow- 
able cut, but there is a further cut which I think will come into promi- 
nence before too many months. I was out in the forest Tuesday. It 
was a young forest with trees this high (illustrating with hand held 
approximately 3 feet off ground) with the tops looking very much 
like a lawn, they were that close. By the time that forest is a mature 
forest the trees will be spaced a great distance apart. That is to say 
that within this forest as it normally ¢ grows, as it is achieving maturity, 
there is a tremendous amount of mortality, wood fiber that is lost, 
and that we don’t include in the allowable cut. It never reaches 
maturity. 

Nevertheless, the amount that is lost annually is probably as much, 
if not more, than our allowable cut. And so it is not only the allow- 
able cut of the ripe, mature timber, but also the mortality harvest of 
this stumpage, this small timber that will be squeezed out by nature in 
the growing process. 

Senator Tyr. May I ask a question at that point, Mr. Chair- 
man ¢ 

Senator Morse. Go right ahead. 

Senator Tuyr. Do you do any Christmas tree harvesting of that 
overly thick, young growth ? 

Mr. Nerzora. In some areas it is done, sir. 

Senator Try. Depending upon the tree, of course. 

Mr. Nerzora Depending largely upon the tree. There are Christ- 
mas tree sales made extensively by the Federal agencies and the trees, 
I understand, are shipped throughout a great part of the United 
States. I can remember once when I was a resident of the District 
of Columbia buying a Douglas-fir. 
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Senator Morsr. Perhaps you can give me an answer, Mr. Netzorg, 
to the question I will be « asked now during the next few weeks by peo- 
ple in the East who know very little about forestry: “What do you 
mean shipping all these trees back here? What a terrible, wasteful 
program that is.” What are you going to say to them in justification 
of cutting Christmas trees ? 

Mr. Nerzorc. Well Senator, it is about as wasteful as pulling up 
the young carrots in your carrot patch so the rest of the carrots will 
grow. 

Senator Morse. That is what I say; it is a thinning program. 

Mr. Nerzora. Precisely what it is. 

In the third place, this inadequate supply of timber is placed on 
the market in such fashion as to extract from the operator the last 
possible nickel. Such a condition is hardly conducive to the main- 
tenance of a healthy industry, nor is it likely to attract capital invest- 
ment which is required if this industry is to obtain that full utiliza- 
tion of a tree which sound conservation demands. 

Let me cite you an example of what I mean. Around the first of this 
year the various forests in Oregon put out their timber sale plans for 
the current calendar year. These various timber sale plans typically 
list the proposed sales by volume and location and indicate the quarter 
of the calendar year in which the operator may expect an opportunity 
to bid for such timber. In a great part of this area the operator 
must acquire his logs for the spring and summer of 1959 through sales 
that he purchases in the early spring of 1958. This enables him to 
spend the mild, dry, summer months of 1958 in the construction of 
the necessary roads so that logging can commence in the spring of 
1959. 

Whether there is to be enough timber placed on the market during 
the spring season, or whether ruinous competition is to be promoted 
by the Government will depend in large measure upon the reliability 
of these sales plans. Yet one forest announced that it would seil 
166 million feet of timber during the first 6 months of this calendar 
year; but it put up for sale actually only 41.4 million feet. Another 
forest announced that it intended to sell 232 million feet during the 
first half of this current year, but it put on the market only 107 million 
feet. Another forest put on the market in a key working circle which 
supplies the important Portland-Oregon City area only 50 percent 
of the timber it announced it would sell during the first 6 months of 
this year. Still another forest, likewise tributary to this important 
area, put on the market only 152 million feet out of 239 million feet 
that it had announced it would sell during the first 6 months of this 
calendar year. I hasten to add that this situation has been brought 
to the attention of the appropriate officials of the Service—of the 
Forest Service—and that they are moving diligently and earnestly 
to alleviate this situation to the extent that it is within their power 
to do so. 

However, it is not with any intent to criticize the Forest Service 
that I allude to this situation. Rather, I allude to it for the purpose 
of arguing that in a situation where "the Government verges upon 
the position of a monopoly supplier, where demand exceeds the avail- 
able supply, where the Government, nevertheless, withholds from the 

market a considerable part of the’ supply that is and ought to be 
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available, and where the portion of supply which it places upon the 

market is offered in the fashion I have outlined—in such circum- 
stances transaction evidence of value is more apt to be exorbitant 
than equitable. 

In the circumstances I have outlined, what an operator pays for 
stumpage does not necessarily indicate that the operator believes that 
he can make any profit or that he is contributing to the stability of 
his own operation or the community in which it is situated. It is 
realistically not uncommon for operators who simply must have logs 
in order to keep their mills operating and their labor force employed 
to sacrifice all profit margin and even to operate deliberately at a 
loss. In such circumstances, this industry and its payroll and the 
economic health of Oregon cannot long survive. 

To return to more general terms, there can be no argument that 
transaction evidence is valid as respects values in a market of the 
classical type. By a classical market I mean a market in which there 
are numerous buyers and numerous sellers, all of them well versed 
in the commodities involved and none of them being under any com- 
pulsion either to buy or to sell. 

But the situation I have described is not a classical market. In 
our timber supply we have a situation where there is essentially a sole 
seller. We have a situation where there is a shortage of supply. The 
heavy consequences of this shortage are accentuated by the conduct 
of the Government, which is the seller. We have a situation where 
there are numerous buyers, each of whom has a considerable invest- 
ment in a mill and equipment which cannot be moved to other places. 
Such a buyer is under an economic compulsion to buy from the Gov- 
ernment or to lose his investment. He has, in addition, the social 
compulsion to keep his mill operating if at “all possible in order to 
fulfill his responsibilities to his labor force and to the community 
in which his mill is situated. In these circumstances, I say again, it 
is not the course of wisdom for the Government to appraise its timber 
at whatever the market will bear. 

When a segment of private industry arrives at such a monopoly 
state, as in the case of common carriers and the electric industry, 
Government intercedes to fix fair and reasonable prices. In such 
circumstances in the case of private industry, the Government does 
not permit an unshackled market to fix the price at whatever can be 
extracted from the purchaser. 

As in the case of other industries that have moved from a competi- 
tive to a monopolistic or quasi- -monopolistic market situation, it is 
suggested that a fair price is not all that the market will bear. Rather, 
some other test must be devised. One such test—and we commend it 
to the committee’s attention—is the ability of the industry to attract 
new capital to itself in competition with all other industries in the 
country. In other words, we suggest that the appraisal system of 
the Forest Service and the concept espoused by the Comptroller Gen- 
eral, an arm of the Congress, be reconsidered with a view to allowing 
to this industry a profit margin commensurate with the profit margins 
enjoyed by other industries “having similar problems and encounter- 
ing similar risks. If the profit margin in this industry is to be un- 
ret alistically limited or even to be squeezed out, then it is clear that the 
stability of the industry, of its payroll and its dependent communities, 
is ultimately to be imperiled. 
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On the other hand, if this industry is to survive in a healthy condi- 
tion, it must be able to attract to itself the capital that will be needed 
for the expansion of its utilization facilities. And if the position of 
the small-business man in this industry is to be preserved, the industry 
must be in such a condition that the efficient, well-run small business 
unit can be expected to obtain a reasonable profit. In the absence of 
such reasonable profit level, the outlook for the myriad of small busi- 
ness units in this industry is not encouraging. 

To summarize, the Government is verging on a position of a mo- 
nopoly in the supply of raw materials to the timber industry. This 
shift in the economic position of the Government warrants a serious 
reconsideration of the basis upon which the Government appraises 
its timber to the end that less weight is given to transaction evidence 
and more weight is given to a determination of what is a fair profit 
margin. 

Senator Morse. Thank youvery much. Senator Thye? 

Senator Toyz. I have no questions, Mr. Chairman. <A good state- 
ment. 

Senator Morse. You have raised a very important problem for our 
consideration. Congresswoman Green ? 

Representative Green. No questions. 

Senator Morse. Congressman Ullman ? 

Representative Uttman. No questions. 

Senator Morse. Thank you very, very much. 

Mr. Netzore. Senator, thank you; and Senator Thye, thank you for 
coming to Oregon. 

Senator Ture. Thank you, sir. 

Senator Morse. Our next witness will be Mr. Norman Raies, assist- 
ant to the president, East Side Chamber of Commerce. 

(Pause. ) 

Senator Morse. Is Mr. Raies not here? We will hear him at a later 
time. I understand that Mr. Chris Gabriel would like to testify at 
this time. I will try to accommodate those who have planes to meet 
and other engagements. I understand you would like to testify now 
and we are very happy to have you. 


STATEMENT OF CHRIS GABRIEL, GABRIEL BOILER CO., 
PORTLAND, OREG. 


Mr. Gasriet. Thank you. We wish to thank you very much for 
the opportunity of presenting several points in connection with the 
problems of small business to the Senate Small Business Committee. 
The following is a list of these various points, and I am presenting 
them by paragraph in a short presentation. 

I feel that it 1s very important that manufacturing plants falling 
in the category of small business be assisted in such a manner that 
they be able to maintain a healthy and strong business position be- 
cause of their contribution to the economy of the country, and the 
importance of geographic diversification of such plants for emergency 
or defense. The company which I represent manufactures steam 
boilers, pressure tanks, and heat exchangers, and obviously I 
am therefore more familiar with the problems and there my secretary 
duplicated and said, “Problems of the problems” so I guess we really 
have double problems. [Laughter. ] 
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No. 1, the ever-present financing problem. The small manufac- 
turer with a limited working capital has difficulty in properly financing 
his operations. ‘The present banking policies frown upon the lending 
of moneys which might be used for purposes. construed as capital 
loans. ‘The Government has established ways and means for the 
farmer to obtain credits for the financing of the planting, caring 
for, harvesting and marketing their crops, and even making money 
available for the lack of crops. The writer feels that there is an 
area in which the Government can assist manufacturers who produce 
such products as does this concern, particularly when a large portion 
of the production finds its way into a Government financed installa- 
tion, and the extended collection terms create a difficult banking prob- 
lem through the use of present commercial banks. It would be possible 
that a form of underwriting a loan through banks could be established. 

Next point, tax situations. Tax situations make it difficult for a 
small business to increase its working capital through earnings, to- 
gether with the fact that the present tax structure makes it difficult 
to add new machinery and equipment and physical facilities. A 
sliding-seale tax rate which would be based upon various brackets 
of earnings, and being lower in a nominal or minimum amount of 
earnings, would assist small business to sustain a healthy financial 
and facility condition. 

Government specifications for specific purchasing should be re- 
viewed and classified so that all bidders will be quoting on a specifically 
detailed requirement. The present specifications and bid invitations 
in many instances offer a wide variation of interpretation, and subse- 
quent wide variety of type of products bid. 

Next, named products. In the present day Government, assistance 
to all types of institutional construction which are designed by private 
concerns of architects and engineers, a definite degree of favoritism 
to a certain named product can be extended. If restrictions were 
limited to the specifying of a type of product, it should be in accord- 
ance with standard accepted and proven design. The favoritism which 
is now possible would be prohibited. This would permit a more 
competitive and favorable condition for the small manufacturer who 
produces a standard type of product. 

The writer feels that there are many other points which might be 
discussed, but that the ones as presented above which are summarized 
under the preceding headings, offer a wide area of assistance to the 
small-business concerns through a logical and practical investigation, 
and putting into effect ways of assistance to small business in these 
areas, 

The writer wishes to thank you very much for the opportunity of 
presenting his thoughts to the Senate Small Business Committee. 

Senator Morse. We are very glad to have you with us. Do you 
have questions, Senator Thye? 

Senator Tuye. I have none. 

Senator Morse. Questions, Congresswoman Green or Congressman 
Ullman ? 

Representative Green. No, none. 

Representative Uttman. No. 

Senator Morse. I just want to say to you that you have raised 
here several items which are going to be of interest to these Govern- 
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ment agency representatives in regard to the specification matter. I 
think that it would be reassuring ‘to you to know that this committee 
reviews this problem from time to time each year. I believe that Mr. 
Stults, staff director of the committee, will agree with me that we 
have made considerable progress with the cooperation of the agencies 
on the specification problem. But I am glad that you made it a part 
of this record so that these representatives will see that we do still 
have the problem with us. 

Thank you very much indeed. 

Mr. Gapriet. Thank you, sir. 

Senator Morse. I understand that we have a few people here who 
have to catch planes. I will, therefore, take their testimony first. 

Mr. Fred A. Lewis, Lewis Manufacturing Co. at Klamath Falls. 
Iam very sorry, Mr. Lewis, to keep you w aiting. 

Mr. Lewis. There is no hurry about it any more. I don’t have 
to catch a plane tonight. 

Senator Morse. Fine. I will call on you shortly. Mr. George 
R. Hermach, Architectural Plastics Corp., Eugene. I am very glad 
to have you with us and you may proceed in your own way. 


STATEMENT OF GEORGE R. HERMACH, PRESIDENT ARCHITEC- 
TURAL PLASTICS CORP., EUGENE, OREG. 


Mr. Hermacu. Honorable committee members and ladies and gen- 
tlemen, I welcome this opportunity to appear before you since I am 
directly concerned as a member of the small-business community and 
also because of my sincere personal interest in a wholesome and pro- 
ductive economy for my State. 

I believe that many of the problems of small businesses in the State 
of Oregon are more peculiar to this region. I shall attempt to con- 
cern my statements with those particular factors involved with new 
creative ventures which are not generally expressed or considered 
directly. 

As a necessary preface to my remarks, I must set forth several 
premises : 

(1) Other than the increased ultilization of its raw materials, 
wood, water, and agriculture, economic development in Oregon is go- 
ing to depend primarily upon new and creative industries. I believe 
the evidence clearly indicates that it is unlikely that many existing 
successful producing enterprises can be enticed to Oregon from other 
States. Oregon lacks many of the essentials for the production of 
competitive national products. Considering market alone, we find 
that the metropolitan New York City area has a greater population 
than the eight and one-half Northwestern States, western Canada, 
and Alaska. 

(2) I believe existing business and banking philosophies can make 
little provision for venture enterprises, particularly those of an in- 
tangible nature. Our manufacturing knowledge and experience has 
been concentrated on the highly specialized wood products industry 
for almost 100 years, and we are now poorly equipped to recognize, 
evaluate and assist venture industries. 

(3) My third premise concerns the fact that Oregon’s population is 
younger and more educated than the average. It is this very essential 
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resource which we are constantly exporting that is supporting sound 
development in other areas. 

Bearing upon these premises, several factors are identified which 

make Oregon’s small-business problems more difficult than most. 
One important fact is that since economic development is most likely 
to be creative it carries more unknowns, and therefore, in combination 
with other circumstances, more risk. Expressed differently, by their 
very nature, creative industries experience a much higher degree of 
exposure to risk. 

Secondly, because of this region’s historical specialization in basic 
raw material extraction industri ies, we have not developed the venture- 
some outlook that provides the climate in which new businesses grow. 
This is not to be confused with conservatism, since I do not believe 
this is so. Oregonians have demonstrated brave business spirit con- 
cerning industries with which they are familiar. This lack of pre- 
vious diverse venture exposure contributes to small-business problems 
inmany ways. The potential capital investor finds he lacks the ability 
to evaluate risk and true ultimate potential. Other necessary assist- 
ing business services, such as banks and investment brokers are simi- 
larly affected. Government lending agencies operating within this 
region tend to reflect the area and their policies and personal attitudes 
are so influenced. 

Thirdly, adequate capitalization is more difficult for the creative 
enterprise since new ventures must amortize their intangible expendi- 
tures in early years, and have smaller tangible asset bases for s securing 
Joans. 

And fourth, creative industries tend to involve younger persons who 
may have little or no general business knowledge. 

In my opinion, much can be done to assist in dealing with many of 
these problems. I have a current experience in taking an unusual 
business through its many stages from initiation and proprietorship 
to that of a public corporation during the past few years. In the hope 
that my views may be of value to this committee, I respectfully submit 
these suggestions. 

I firmly believe that a very large portion of the economic develop- 
ment of this State must come from the creative application of our 
material and human resources. These new business ventures will be 
created by Oregonians using local capital. We cannot remove the risk 
from such ventures, but we can do much to bolster individual courage 
and initiative so that our people may be more willing to meet this 
risk. I believe the fear of risk and failure is far more damaging than 
the actual risk involved. Every means of public communication 
should be used by Federal, St: ite, and local governments, chambers of 
commerce, and community leaders in stimulating individual initiative. 
Young people should be encouraged to accept the ch: lenge of creating 
their own opportunity within their home area. We must publiely 
encourage free thinking in creative technologies and vigorously 
seek out new applications and concepts. Encouragement by a 
community is of great importance to any small business in Covelop- 
ment. This is entirely a psychological measure but is of prime im- 
~ ance. Closely related to this general measure, encouragement of 

capital investments within the region would be of great value. 

Our general lack of exposure to diverse ventures can be met by 
educational measures which can provide necessary background and 
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technique in evaluating the potential for new enterprises. As a gov- 
ernment, we have stressed security with respect to investments. Gov- 
ernment bonds will not gainfully employ 2,600 people in Roseburg, 
Oreg. This prudent philosophy must be tempered to permit bold 
creative venture when it is obviously necessary. At the risk of de- 
fending a minority position, I must take issue with presumed anti- 
inflationary measures which encourage any restriction of activity in 
Oregon. I believe that most Oregon communities are no longer infla- 
tionary and must face a reversed problem. 

Problems of adequate capitalization are no doubt universal. I be- 
lieve that Federal and private lending institutions can better pre- 
pare themselves in determining loan security beyond the usual fixed 
asset, balance sheet procedure. I believe very secure loans can be 
made to businesses with excellent management and potential who may 
have only limited tangible assets. I believe that the Small Business 
Administration should be permitted and encouraged to make such 
working capital loans. I do not deny that these are difficult loans to 
make since they require a thorough, costly investigation and ulti- 
mate understanding of the business. However, these are the kinds of 
businesses and loan requests we are going to see increase. Let us pre- 
pare to meet them. 

Creative enterprises may not always have the necessary maturity 
and general business abilities. An invigorated small-business commit- 
tee of local chambers of commerce can do much in the function of a 
free and roving board of directors for the small businesses. How- 
ever, this is limited by the experience and ability of the committee 
members. 

I find that the operational philosophy necessary in building a busi- 
ness is quite different at times from the operational philosophy neces- 
sary in operating an existing business. We must not fear or distrust 
youth and inexperience but we should consider it a necessary ingredi- 
ent in creative ventures. 

In summary, I believe that the kinds of businesses that are most 
likely to occur in Oregon’s economic development are those for which 
Oregon is least prepared and equipped. It is of little value to encour- 
age an economic development that is unlikely. Therefore, I urge that 
all groups concerned reevaluate their policies as they regard creative 
ventures. I believe such ventures are our promise and they must be 
facilitated by any means. Thank you. 

Senator Morse. Senator Thye? 

Senator Tuye. I have no questions. 
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Senator Morse. Congresswoman Green ¢ 

Representative Green. No questions. 

Senator Morse. Congressman Ullman ? 

Representative UttMan. No, Senator. 

Senator Morse. I am going to ask you to do something for me. 

Mr. Hermacu. Yes. 

Senator Morse. You have whetted my curiosity enough by this 
statement. I am going to ask you in the course of the next month 
or so to write me a memorandum or a letter in which you make 
specific suggestions as to how you think various business groups within 
the community can give the stimulation that you refer to here for the 
creation of these enterprises, these creative enterprises. And second, 
I would also like to have you give me a list—which I think that you 
can do—of the type of businesses meeting your definition here that 
we could develop in this State. 

I am very much impressed with the philosophy of this paper, and 
now I want to tie it down to some specific suggestions which I in turn, 
for example, in my conversation with chambers of commerce, their 
secretaries and committees, can recommend. If you would do that 
for me, it would be very helpful.? 

May I say also, don’t be surprised if I am at your front door between 
now and Christmas. I would like to go through this business and 
learn at firsthand just what your problems have been. 

Mr. Hermacu. We would be very happy to have you. 

Senator Morse. Thank you very much indeed. 

Our next witness will be Mr. W. E. Greene, Oregon Agricultural 
Chemicals, Tulelake, Calif. We are very, very happy to have you, 
Mr. Greene. ae may proceed in your own way. 

Mr. Greene. Thank you. 

Senator a Mr. Greene is an old friend of mine, Senator Thye, 
and very able in his field. 

Senator Tuye. I am very anxious to hear his statement. 


STATEMENT OF W. E. GREENE, OREGON AGRICULTURAL 
CHEMICALS, TULELAKE, CALIF. 


Mr. Greene. I believe to clarify why I am here, perhaps I am not 
here for small business at all, perhaps I am here for little business. 
To distinguish in your mind the difference between what we call little 
business and you call small business, if you will look to the back here 
you will see a chart showing the proportionate number of businesses 
in the United States that employ a different number of people. 


2 The information requested was not available at the time this record went to press. 
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(The document entitled “The Business World” is as follows:) 


EXxuHIsIT 1 


(ATTACHMENT A) 





d... OR MORE EMPLOYEES 


$00-999 EMPLOYEES 










00-499 EMPLOYEES 


$0.99 EMPLOYEES 


20-49 EMPLOVEES 


8-19 EMPLOYEES 


4-7 EMPLOYEES 


22 fipuone haere tees tmesded. gad these dosnt 17a ntectls 80 per cent 


BusINEsSsS’ ANSWER 


FUNCTION DETERMINES SIZE, AND MANY KINDS OF FIRMS ARE REQUIRED TO FILL THE 
MANIFOLD NEEDS OF UNITED STATES CONSUMERS 


The business world that serves the Nation’s 42 million families is as diverse 
as it is large. As the chart above shows, most businesses are small—more than 
98 percent have fewer than 50 employees, and some, operated by their proprietors 
alone, have no paid employees. Others employ hundreds of thousands. 

The factors that produce this great disparity of size are neither arbitrary nor 
static. Business size is determined not by fiat but by function. It is responsive 
to flexible markets constantly being molded by changing consumer needs. How 
large a firm may grow is controlled not by a preconceived theory, but by the size 
and nature of the needs a business seeks to fill, and the skill that its management 
displays in filling them. 


Mr. GreENE (continuing). Our company covers Oregon, Nevada, 
northern California. We are primarily interested in the groups that 
fall in the 3 categories up to and under 20 people employed. 
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And so the problems that I would like to talk to you about are those 
that concern that group and that category of people. 

Senator Morse. One of Senator Thye’s constituents said yesterday 
that he was glad to testify for insignificant business. He even went a 
step on the ladder below your categories. 

Mr. Greene. Our first main proposal up is wee, wee business, and 
then my wife thought that that wouldn’t be very appropriate. 
[| Laughter. ] 

Senator Morse. Well, you go ahead. 

Senator Ture. Mr. Chairman, the very heading of his letterhead 
here, Oregon Agricultural Chemicals, excites my curiosity and I am 
anxious now to see what you have to say, Mr. Greene. 

Mr. GREENE. We represent what you would call the bigs in our 
area; these people like Du Pont, Monsanto and Dow. Our business 
is a sole ownership, my wife and I, as are most of these little businesses 
that I have referred to. Most little businesses stay in business through 
the asistance of their wives, and in the case of myself, I have six chil- 
dren and so we think that we will have plenty of help. 

I find that this is characteristic throughout the area. These are the 
people who are Rotaries, Kiwanis, Lions, the various service clubs in 
each community. These are the people in the rural communities who 
serve as farmers. They do have problems, but they have a lot to be 
grateful for. I would like to discuss some of these problems in 
general. 

In the first place, any little business, as we refer to them, operates 
under the same principles that Du Pont does, or any of the large busi- 
nesses. They must fill a need. They must have the job know-how. 
They must meet and beat competition. They must continually do 
research to make it better, safer or do it cheaper. Thrift and economy, 
no waste or frills. We lay our own floors in our office. We build our 
own offices, and most little businesses do. I am referring to the feed 
and seed dealers, the small drugstores. In relation to bigness, that 
is a term of relationship. A barbershop is big if it has six chairs. 
In our country one with three is big. 

These businesses must operate so that additional capital can be 
secured when needed, and they must plow back the earnings, and gen- 
erally the owner is the manager—the owner and the wife are the 
managers. 

These people cannot hire professional managers. You can hire a 
doctor. I can hire a doctor of etymology, but I can’t hire a manager 
to manage my business because he has to be a financier, a public- 
relation man. He has to be able to lug packages, and still be a good 
politician on the customer level. 

And so you have to build them. And training is quite a problem 
with personnel in the little business. It is a problem when you come 
into this wage-and-hour labor law because most little businesses can 
only make an income—and 9 months a year is good, frequently 6 or 7 
months. The rest of the year you have to pay that man on what you 
can take out of him through the year. Right away the wage-and- 
hour labor law steps in. They say, “You can’t do that,” and they set 
up a lot of stipulations that you can’t live with. 

We really had consternation this year in our little company when 
they invaded the premises and went through the books, and they 
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couldn't find a category for my wife. She was kind of a boss of all 
trades. They finally decided that she was—I’ll have to look it up. 
It is a long-winded term—executive assistant administrator. She 
actually thought that she should have a raise after that. 

Another factor that enters into little business is the price squeeze. 
Much has been said about fair trade being rough. I am not here to 
argue for fair trade, but when prices are “knoe ked around, then it is 
the little-business man who takes the risk. He is the fellow who has 
to stock. He is the fellow who has to sell to the local trade, and 
when the fellow back up the line drops the price, he is the guy that 
is stuck. The next time he goes to the bank they take a dim view 
of any assistance to him. 

That brings up the problem of the people working out of Portland: 
they have the availability of the warehouses here for stocks. The 
little-business man’can’t. He has to ship it by freight lines. And 
so when he goes to the banks for stocks, the banks will not go along 
with him on stocks. They will not go with him on capital invest- 
ment. They will go with him on sales that he has made, or they will 
go with him on cars, or chattel mortgages, but that is all. 

It is my suggestion that some type of a capital investment loan be 
set up for little businesses. When I am talking about little, $5,000 to 
a lot of little businesses to put in as capital investment to be repaid 
on a 5-year term would just mean the difference between success and 
failure to a lot of them. 

Senator Morse. Would you favor plowing back into your business 
a certain amount of your income with the understanding that that 
would be tax exempt, as one encouragement for that? 

Mr. Greene. Very definitely. I would favor very much some type 
of a loan to be set up that the local banks could manage, like an FHA. 
We're talking about loans between $5,000 and $10,000, say, and $10,000 
to $15,000 would be maximum. W e’re not talking about small busi- 
ness. We're talking about little, little business. There are various 
other points in there on Government contracts. 

Senator Tuyr. May I ask you a question at that point ? 

Mr. Greene. Yes, sir. 

Senator Tuyr. Have you ever asked your local banker whether the 
State or Federal laws are too restrictive on his administrative func- 
tions so they deny him the right of meeting the credit needs of the 
community? I have sometimes wondered whether they have become 
so strict that they have gone beyond the safeguard of the depositor. 

Mr. Greene. They tell us that they cannot ‘loan on stock. If you 
have a tractor or equipment, a car, they can loan on that. We in our 
own company own our own building. We own our own cars, and we 
can borrow only by putting the building into hock, and when you are 
required to handle $40,000, $50,000, $60, 000 worth of stock in busy 
season maybe 125,000, for a little business, that is quite a burden. 
I see that in the people buying grain to transship back to large com- 
panies. I see it in every corner that I travel, in Oregon, Nevada, 
northern California. We're talking about rural areas. We aren’t 
talking about congested areas, and one of the main points that I have 
in here is that, going back to your suggestion on tax writeoffs, is the 
conflict of interstate regulations in tax laws. 

For instance Oregon State compensation will not recognize Cali- 
fornia State compensation so if you are within the boundaryline of 
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Oregon in California you must pay both compensations on your men. 
They tell us that they realize it is very unfair, but unless we can get 
hold of our Representati ives and do something, which may be 10 years, 
we're just out of luck. We have to pay it. 

We are continually besieged by these people coming into our busi- 
nesses. Invariably they come in in the busy season. I recall this 
spring when the Federal labor law lady came in. She interviewed 
my children. They were working 12 hours. She thought that was 
awful. My son very inadvertently said, “Well, we don’t have to come 
to work until 7 in the morning.” She ‘though? that was worse than 
awful, but needless to say, during that time of the year it was our time 
to earn money. We had to delegate one person to her. We had to 
set up a desk and for 10 days she sat in our business and about the 
time you’d get started to do something, here would come this lady. 
I could see her in my dreams at night, and this goes on with all types 
of little business. 

Senator Ture. May I interrupt, sir? 

Mr. Greene. Yes, sir. 

Senator Ture. This might be off the record. Did you call your 
Congressman ? 

Mr. Greene. No. 

Senator Tuyr. I have had calls similar to that, and that’s why I 
wondered whether you were more considerate of your Congressman 
than they were in my neighborhood or in my State. 

Mr. Greene. I called a lawyer, but he said, “You have to live with 
it.” Those things would certainly bear consideration. We are not 
adverse to paying taxes in California, income taxes in both States. 
We operate in both States. We think some consideration should 
be given as you say in earnings on that. I suggested that where two 
people work in a business, that maybe one could have wages plowed 
atk into the company. I know in the time my wife and I have 
worked toward building the business, very seldom have we taken 
from the business as much as the people who are working with it. 

Senator Morsr. Are you in a business situation where you cannot 
set up, for example, your own retirement fund, as is the case of 
salaried employees elsewhere, who get their retirement benefits? 

Mr. Greene. That would be taxable. 

Senator Monsen. But it isn’t feasible to set up a retirement fund in 
that type of case 

Mr. GREENE. No. 

Senator Morsr. What do you think of this proposal? The com- 
mittee has under consideration a bill that would give you a tax bene- 
fit that would permit you to set aside a certain amount tax free to 
create a retirement fund? 

Mr. Greene. That would be very good. Another suggestion I had 
is that some means of educational operation be set up for small busi- 
nesses or little businesses. In other words, you have your county 
agents for your farmers. Actually the county agents with the farmers 
are more concerned with teaching them how to grow crops, and I clas- 
sify a lot of farmers as little business because they employ 2 or 3 
people, and these people need to know more about financing. 

This year we conducted a series of meetings in agricultural depart- 
ments and had the bankers come in and talk to the farmers. The 
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farmers were dismayed to find that they were operating now on a 10- 
percent margin, and they had better gear their program to it. So 
many little businesses need help from practical people; need help that 
way, and as I quote in here “no armchair philosophers or impractical 
professors” that we get quite frequently. 

Senator Morse. In Minneapolis one small-business man pointed out 
that all these forms that you have to fill out for the Government in 
connection with the Internal Revenue Bureau come at a very busy 
season of the year. He said that he just has to count on setting some 
person aside for at least 1 month to handle the problem. He pointed 
out that his company doesn’t have the money to hire accountants, 
and doesn’t have the money to hire the lawyers that the big oper- 
ators do. 

He made a specific suggestion, which is in the record, in regard to 
some tax deduction that would help him to pay at least the cost of 
the extra help that he has to employ to supply the Government with 
the required redtape information. Do you think that that is an 
unreasonable suggestion ? 

Mr. Greene. I don’t, and, on this basis, that any large company 
you start paying taxes after all expenses are paid, and with a small 
company you start paying taxes after the help and those things are 

aid. And so there is one difference there that is quite marked. I do 
think that that would be very fair. 

One other point that is a very sore point with these little businesses 
is the award of Government contracts, State contracts. I think the 
average State and Government—and I am including State in this 
Federal testimony—a bid award is serviced by the little-business man, 
whether it be in Nevada, whether it be in California, because the bulk 
of these Army and Navy installations and State highway installations 
are out away from the cities. They are overloaded with products 
that are bought at bid. A lot of the products are inferior. 

Let’s take in my area. I can talk on that. I can talk of a point in 
Nevada. Icantalk ofa point in Oregon. But the Fish and Wildlife, 
they get a bunch of stuff dumped on them. Well, Tom Horne is in the 
Rotary, a friend of all of ours. And so what do wedo? We go out 
and help him make it work. The Bureau of Reclamation—if they 
need a product, we help them develop the usage of it. And so they 
put itonabid. What happens? A Los Angeles firm ships it up, and 
so we go up and help the Bureau of Reclamation put it on anyway, 
and that’s the way it goes. 

This sort of thing is going on constantly in all areas by little busi- 
nesses. They are servicing products under the guise of a savings 
program. I question whether they are really saving. I think a lot 
of goodwill and encouragement could be given if some means was 
developed to let the people supply the products in the neighborhood 
that they were going to service. I find this with cars even. They 
will continually be fixing cars and other equipment that have been 
bought through bids. They get nothing for it. 

I think that is a general summary. I have attached hereto several 
items. There are more of these that can be obtained in any area that 
you would wish. 

Senator Morse. I am very, very glad to have your statement, Mr. 
Greene. The entire statement will be put in the record along with 
the attachments. 
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(The documents above referred to, consisting of (1) a letter dated 
November 13, 1957, from Mr. Greene to Senator Morse, (2) a letter 
dated November 14, 1957, from W. E. and Nona Greene to Senator 
Morse, (3) a letter dated November 6, 1957, from C. D. Matthis to 
Oregon Agricultural Chemicals, (4) a letter dated October 4, 1957, 
from C. O. Atchinson to W. E. Greene, (5) a letter dated November 
4, 1957, from John Bessaw to Oregon Agricultural Chemicals, fol- 


_low:) 


OREGON AGRICULTURAL CHEMICALS, 
Tulelake, Calif., November 138, 1957. 


Senator WAYNE MorsgE, 
Acting Chairman, Senate Small Business Committee, 
Portland, Oreg. 


Mr. CHAIRMAN: The opportunity to present observations and opinions to your 
committee is greatly appreciated. 

Your efforts in bringing this committee to Oregon has created a good feeling 
among farmers, businessmen, and individuals alike. Knowing your determina- 
tion for accomplishment and fair dealings, many of your acquaintances send 
their regards. 

The exhibits and instances as quoted are not unusual or alone; there are more 
of each type and nature available in every locality. 

Rest assured of my further cooperation and of businessmen or service clubs 
in the areas I serve. 

Very truly yours, 
W. E. GREENE. 


PREPARED STATEMENT OF W. E. GREENE AND NONA GREENE, WITH ACCOMPANYING 
EXHIBITS 


OREGON AGRICULTURAL CHEMICALS, MALIN, OREG., 
Tulelake, Calif., November 14, 1957. 
Senator WAYNE Morris, 
Acting Chairman, Senate Small Business Committee, 
Portland, Oreg. 

Mr. CHATRMAN: The attached schematic, showing the sizes of American busi- 
ness firms, is compiled by the Department of Commerce and other statistical 
bureaus, while several years old, for practical purposes may be used now. 
(Marked “Attachment A”; see p. 46.) 

I come to you on behalf of the 3 large segments, those of 0 to 3 employees, which 
equals 75 percent; those of 4 to 7, which equal 13 percent, and those which our 
business falls in the category of, 8 to 19 employees, or 7.8 percent, a total of 85 
percent of the United States firms today. For the point of a clear definition, 
shall we call them “little business” to distinguish from small business, which 
is indicated by Government definition to be those employing 100 to 499 people. 

Little-business people are big in numbers, big in the position they occupy in 
rural communities; these are the leaders of the churches, lodges, school boards, 
youth movements, and comprise the bulk of our rural population. 

Little business is seldom incorporated, occasional partnership, most generally 
a partnership between the owner and his wife, who furnishes not only family 
guidance but frequently business guidance, as well as doing the work in the busi- 
ness they cannot afford to pay someone else to do. A statute or tribute should 
be made to the hundreds of thousands of little-business wives, as they have added 
much to our present America. 

Ed and Nona Greene, doing business as Oregon Agricultural Chemicals, a whole- 
sale chemical and equipment distribution house, covering Oregon, parts of Wash- 
ington, Nevada, and California down to Sacramento, calling on feed, seed, and 
equipment dealers, farmers, hardware stores, granges, irrigation districts, power 
people, road people, lumber companies, and industrials have enjoyed the coopera- 
tion of suppliers, banks, and the many good people in these areas. In 12 years 
they have seen Oregon Agricultural Chemicals grow. 
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With Nona acting as bookkeeper, serviceman, and shipping clerk and Ed 
acting as fieldman and rig operator, the present business has grown from 
$18,000 to 15 employees (in addition to Nona and Ed) doing a volume exceed- 
ing a half million dollars. There is much to be grateful for. 

Little business operates on the inherant principle of big business to on intense 
degree: (1) Fill a need; (2) have job know-how: (3) meet and beat competition ; 
(4) research—make it better, safer; do it quicker; (5) thrift and economy—no 
waste, no frills; (6) operate so additional capital can be secured when needed ; 
(7) plow back earnings heavily. Owner-management supervision and a constant 
regard for all people, employees and customers as well as suppliers, are essentials. 

While the above principles are those which Du Pont attributes their success 
to, no little business would survive for a year without observing these principles. 

Little business cannot hire people to manage or operate its business. You 
may hire a doctor of medicine, physics, or management man, but management in 
small business must be financier, technician, public relations, personnel, fre- 
quently flunky and janitor as well as have the physique of a longshoreman. 
Thus, you do not find people trained in colleges; you must build them to fit the 
specific business. This is one of the largest investments of little business, a source 
of loss unless they are retained in the business, which, under existing conditions, 
is difficult to do. 

The following seven points would materially assist little business to maintain 
its individuality and progressiveness, help preserve the original American demo- 
cratic principles and its last stronghold, that of making its own way, handling 
its own problems, without interference or dictation—the principles of freedom, 
inherent in farmers, little business, and service organizations. 

Little business in Oregon, Nevada, and California the past 3 years have borne 
the brunt of the area depression created by reverses in the lumber business and 
farming; witness the 100-percent increase in bankruptcy, the 25 percent who sell 
out annually to money interests or liquidate; the 75 percent who go by the board 
over a 10-year period. 

Point 1. Price squeeze: The little-business man is the outlying link between 
the manufacturer and the consumer, absorbing the ups and downs of economic 
recessions. He absorbs the poor credit risks, the poor local conditions. Every 
effort should be made by the committee to do anything beneficial toward the 
maintenance of just and equitable prices as related to large companies. Both 
on purchasing and selling, the consumer and the little-business man are fre- 
quently hurt by marauding industry hiding under the guise of antitrust laws, 
Robinson-Patman Act, to the little-business man, is not a part of America. 

Point 2. Stock investment versus distribution: Stock centers are maintained 
in the large cities, making available supplies without financial investment to the 
small business (100 to 499) which generally fringe the outskirts of the cities. 
This handicaps the local dealer, particularly as the local lending agencies, in 
view of point 1, will not lend money on stocks or real estate for little business, 
which puts them on a hand-to-mouth basis; operating capital should be avail- 
able for stocks. 

Point 3. Make available small loans for little business, based upon capital 
investment, real estate, or stock, or profit-and-loss statements of sufficient 
duration to justify the local lending agency furnishing 25 to 35 percent of the 
loan, the balance through Small Business Administration. These loans should 
be under the jurisdiction of local lending agencies without redtape and delay, 
without the expense and bother of Government officials attempting to run the 
business. 

The experience has been, with trucking agencies, molding plants, wholesale 
houses, that the redtape, the hamstringing .of operations precluded securing 
loans when needed. Five to twenty thousand dollars would cope with 95 per- 
cent of the requirements of little business and, if administered by local insti- 
tutions on a 5- to 15-year basis, would promote stability and a degree of eco- 
nomic prosperity in their areas. 

Midway and O'Hare Airport in Chicago has a subsidized helicopter costing 
the Government $720,000, which, if given to local bank people in Klamath with 
their percentage, would help 100 businesses with $10,000 capital, promote local 
prosperity in Klamath Basin. The money would be returned with interest. 

Capital Airlines has requested $12 million subsidy to keep from losing money, 
as a gift. This amount, with the lending agencies participation, distributed 
among little business in Oregon at $5,000 to $20,000 would promote _bet- 
ter relations in Oregon, better economic security than much of the foreign aid 
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gets. With this difference, our people, our State would benefit, thousands of 
people, and the money would be returned with interest. 

Point 4. Tax structures are particularly burdensome. In little business, all 
taxes start before wages are paid; owner and wife work free. Adjustment 
can be made for this and writeoffs to compare in proportion to that which is 
given small business and large business. A minimum wage would be in order 
to owner-operators. 

Interstate tax structures, both income, compensation, and unemployment, 
create a heavy expense on little business. Oregon has over 1,100 miles of State- 
line border areas. This is a large merchandising zone for small areas serving 
rural communities, and a constant problem on sales tax, double payment of com- 
pensation, double income tax. 

In our Own case, we pay income tax in Oregon and California, double State 
compensation, collect sales tax, and are constantly subjected to State people and 
Federal people who march in as little kings, not public servants, and, regardless 
of busy season or no, short help or not, demand that all records, courtesies be 
given them to try to find additional way to charge us. They are reluctant to 
understand our inability to have IBM advantages, individual recordkeepers. 
We are constantly forced to add more records and more personnel to handle 
books to their satisfaction. They represent a consistent shadow, dread, threat, 
as well as expense, to little business. (Nee attachment B, p. 55.) 

Point 5. Labor laws, both United States and State: These were enacted with 
good intent to cover unions and large manufacturing establishments. They area 
constant source of expense, dictatorship to the little business people. One is 
directed as to the amount of wages to pay employees, the time they shall be 
employed, and the way they should be classified. According to a ruling this 
year on our company, we were compelled to pay imagined overtime to people 
no longer in our employment, were compelled to raise wages to existing employ- 
ees in order that they may work with us in the summer despite 4 to 5 months 
of the winter when they are liabilities. Our business, as most little business, 
is extremely seasonal; no provision is made for the period of training and 
schooling necessary in slack time which you hope to recover in the few good 
months; and, wanting good people, they must be assured of a monthly wage of a 
living standard. Little business overcame this by giving their employees more 
freedom in slack season and demanding the job done in the busy season, bal- 
ancing the wage on an annual possibility earnings. 

A point of contention of our business versus United States Department of 
Labor was one Howard Young. After accepting employment with us as a 
dealer, roadman showed up with his driver’s license revoked, unable to drive. 
Believing in him, teaching him another job on the basis of $375 per month, we 
were penalized overtime for him in slack season when he required half the 
time of a skilled employee as instructor; we were penalized overtime for the 
time he had definite schooling, on the basis that the law is the law, regardless 
of right or wrong. This was contested, discussed with lawyers, regional super- 
visors, and finally bought in order to satisfy the law. (See attachment C, p. 55.) 

A little business cannot have an employee for every task; in fact, frequently 
the owner is called on to sweep the floor; thus, we cannot be dictated to in re- 
lation to foreman’s wages based upon supervising 6 or more people with no 
more than 20 percent detail work; neither can every little business afford to 
pay an employee $100 per week, regardless of his ability, in order that he or 
she may have schooling and work at the time needed; not on a Federal wage- 
hour week. 

An interesting incident was the consternation Mrs. Greene caused by working 
for nothing and complicating the picture as my assistant, typist, shipping clerk, 
delivery, and strawboss. Her ultimate classification was administrative execu- 
tive assistant, with no wage increase. 

Point 6. Education. Consideration should be given to establishing area edu- 
pation facilities for little business, bringing to them accessibility to Government, 
not for petitions, dates, or handouts, but for mutual understanding and accom- 
plishing. These should be of a practical nature, conducted by successful pro- 
fessional people, bankers, businessmen, lawyers of the small-business class witn 
leadership for soundness, profit, public relations, and compatibility with regu- 
lations both State and Federal. Bear in mind the expense of attending— 
the little-business man must get results. No armchair philosophers or imprac- 
tical professors if their respect shall be kept. 

Point 7. Government contracts and State contracts. Insofar as all types of 
business, wee business, little business, small business, and big business are tax- 
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payers and citizens, little business in proportion assume their share or more of 
taxes and should be justly entitled to their share of State and Federal procure- 
ments. 

The so-called saving centers of State and Federal are one of the sorest points 
to little business. His neighbor who runs the Government agency is in con- 
stantly for help on materials, equipment, or some monstrosity purchased and 
supplied by some unknowing, uncaring company in a distant city. Being a fel- 
low lodge member, or church brother of the local, State, and Federal employees, 
much time is frequently spent by the little-business man on instruction, repair, 
adjustment, helping to get the job done with the solemn and sure knowledge 
that when something else is needed it will be shipped in after a considerable 
expense of buying, bidding, and storage. 

Our Federal and State procurement systems are antiquated; based upon the 
premise that Federal and State people want to be crooked and wasteful, lack 
good judgment and know-how, which is seldom true on the local level. Despite 
their requests for products to do the job, services they can have, they are handi- 
capped by being supplied with what a purchasing agent or a series of rules, 
regulations, and bids turn up. 

Discrimination is an ugly word when used in private industry or Government 
or State. So frequently purchases are made on the basis of the fellow who 
drops in and is well acquainted with the purchasing agent, or a fluke deal on 
the bid under the guise of savings. 

Chemicals have been observed in State usage, bought at a bargain when used 
6 to 8 inches of the principal ingredients are solidified in the barrel. Bids state 
that preference will be given to goods manufactured by small business (100 to 
499), little business is based upon supplying goods or purchasing for big busi- 
ness, thus, in many cases they are disqualified as supplying products of large 
business. What is worse, over the past 10 years large quantities of inferior 
merchandise has been supplied to the Government as well as to States, on the 
basis of a few cents saving. 

Our company received the Alaska bid for $35,000 of our own accord; we spent 
a week surveying and working up their program, organizing their equipment at 
no charge as an additional discount to secure results. This year the bid was for 
$18,000, doing more work than last year at a considerable saving, so it was 
awarded to a concern in Memphis, Tenn., on the basis of 1 item being sold below 
our cost on the west coast, as an added inducement to get the bid. 

Our company has developed business with Umatilla Ordnance, Herlong, Stead, 
Hawthorne irrigation districts, only to have the material go to concerns in Los 
Angeles, Maryland, remote locations sometimes without the benefit of bid even 
under the guise of (great saving advantages) GSA. This despite our teaching 
their men, developing their equipment, training their employees, and furnishing 
them with small parts. 

A prime example last fall after 3 years’ demonstration, the local park service 
requested a given amount of material at a set standard price to be put through 
us as we were to furnish the equipment to apply it. It was bought through a 
store in San Francisco and rushed up for us to apply on a cost basis despite our 
originating the use and developing the product. This has been repeated by the 
Bureau of Reclamation, Fish and Wildlife, innumerable times. (See attachment 
D, p. 56.) 

It is suggested that thought be given to establishing a purchase system based 
upon local procurement, public relations, results, and service in all lines of mer- 
chandise and equipment where at all economically feasible. The savings in 
warehouse space, 1. c. 1. freight shipments, personnel administration would 
more than compensate for any 5 or 10 percent saved on bids or procurement in 
large amounts. You would eliminate the great filching process and waste process 
of warehouses maintained by people with no personal interest. You would pro- 
mote more local respect of the local people for this Government and State which 
we support in taxes, belief, and operation. 

CONCLUSION 


In the above we have discussed seven pressing problems, some possibilities of 
solution as we see them. We have attached four exhibits, dozens are available, 
all different, hundreds of cases in each category can be observed and discussed in 
our area from Josephine County, Umatilla, Madras in Oregon through Nevada 
and northern California. 

The little-business people carry the heritage of the early Americans in their 
attitude of standing on their own, being an individual, they are in a sense the 
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pioneers of today in many respects. They have no big company or Government or 
State to lean on; they make their final decisions, and, above all, must make it 
work to stay in business. 

Unfortunately, this segment of America has been neglected in the race for legis- 
lation, subsidies, and consideration, but have been required to develop more and 
better to fill a need that is as fundamental in America as apple pie. 

The frontiers of the Midwest and West are ceasing to be in land, timber claims, 
and homesteads. They are giving way to increase in population, opportunities to 
grow and have in these sections. Individual business or little business is one of 
the few frontiers left for the little man to build a place in the economic sche- 
matic for himself and family without being regimented in the sense of large 
corporations or other types. 

They should be given the opportunity to service on their own, to survive on 
their own, not coddled or subsidized, but consideration should be given toward 
the adaptation of existing laws, facilities, operations to enable them to continue 
to exist on the ingenuity, individual thinking, the drive and the desire of the 
individual. 

Thank you. 

W. E. GREENE and Nona GREENE. 





(ATTACHMENT B) 


STATE OF OREGON, 
Strate INDUSTRIAL ACCIDENT COMMISSION, 
Salem, Oreg., November 6, 1957. 
OREGON AGRICULTURAL CHEMICALS AND Ep GREENE, PEST CONTROL, 
Tulelake, Calif. 

GENTLEMAN: The information you have received from the California compensa- 
tion auditor appears reasonable since you are an employer of workmen both in 
Oregon and California. 

The coverage you have with this commission does not extend to any workmen 
you employ in California to work in California. It could apply only to workmen 
employed in Oregon to work in the State who temporarily leave Oregon incidental 
to their regular duties here. 

Since you will be contributing to a California carrier on the earnings of your 
employees while in that State, you should file with the carrier claims covering 
all injuries in California. You should not contribute to Oregon on the earnings 
of your workmen while in California, nor should you report to this commission 
injuries sustained by them while in that State. 

If you have California employees who come into Oregon in connection with 
your operations which are covered through this commission, you should con- 
tribute to the Oregon accident fund on the amounts they earn while in this State. 
Injuries they receive while in Oregon are, of course, to be reported to this com- 
mission. 

It is suggested that you advise your district members of the legislature of your 
problem in connection with your bistate operations, and it is possible that an 
equitable solution to the problem could be suggested to the proper authorities in 
the legislature, but we are not in a position to advise you on the subject at this 
time. 

Very truly yours, 
Strate INDUSTRIAL ACCIDENT COMMISSION, 
R. G. Savaae, Assistant Commissioner. 
By C. D. Marruis. 


(ATTACHMENT C) 


DEPARTMENT OF LABOR, 
WAGE AND Hour AND Pustic Contracts DIvIsrIons, 
Oakland, Calif., October 4, 1957. 


Mr. W. B. GREENE, 
Oregon Agricultural Chemicals, 
Tulelake, Calif. 
Dear Mr. GREENE: This will acknowledge your letter of September 25. 
The following pertains to the employment status of Howard Young. When 
you were here we discussed this employee’s duties, obtained from him and other 
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sources, which included the following: receiving incoming merchandise (some 
from eastern suppliers, check invoices regarding receipts of merchandise, open 
packing cases, maintain perpetual inventory of merchandise, prepare orders for 
outgoing shipments—retail and wholesale—fill orders (including inside sales), 
do some packaging of outgoing shipments or handle case lots where packaging 
is unnecessary. It was estimated that approximately half of his time involved 
waiting on customers or work related thereto and the other half on the above 
work. 

Please note the enclosed regulation, part 541, Explanatory Bulletin, section 
541.400 (b) which provides a 20-percent limitation on the amount of nonexempt 
work that can be performed in order for the local-retailing-capacity exemption 
to be applicable. 

I understand from our recent conversation regarding this matter that this 
employees was in a more or less trainee status and not very efficient, at least for a 
time. Also, you indicated that it goes against the grain to pay back wages for 
such incompetency. I told you that although I could understand your viewpoint 
regarding these moral issues that they had no relevancy in regard to the legal 
issues and that I had learned nothing in our conversation to refute the reported 
duties of this employee. 

Having met you, and enjoying our visit, I can appreciate the upstanding citi- 
zen that you are. Consequently I felt that I would be rendering you a disservice 
to do anything other than suggesting that you relieve yourself of this legal 
liability and pay the back wages that are legally due this employee. 

I trust you will render a favorable decision in this matter. 
Yours very truly, 


C. O. ATCHINSON, 
Field Office Supervisor. 







ATTACHMENT D 


SIERRA ORDNANCE DEPOT 
Herlong, Calif., November 4, 1957. 
OREGON AGRICULTURAL CHEMICALS, 


Tulelake, Calif. 
Deak Sir: As per your request dated October 25, 1957, the following informa- 
tion is furnished : 


The Chemical Corps Materiel Command, Army Chemical Center, Md., is going 
to furnish a standard herbicide to all stations. At this time we do not know 
the exact date this will be available. 

This herbicide has a chemical composition of 80 percent 3-(p-chloropheny])-1, 


1-dimethylurea and 20 percent inert ingredients for the purpose of eradication 
of weeds. 


Also furnished is the standard stock number and nomenclature, 6840-514-0644 


herbicide 3-(p-chlorophenyl-)-1, 1 dimethylurea, powder form, 50 pounds to 
drum. 


Hoping this information will be of some assistance to you. 
Very truly yours, 


JOHN L. BEssaw, 
Station Property Officer. 

Senator Tuyr. Mr. Greene, what chemicals, or what chemical proc- 
ess are you engaged in because the heading of this letter is the “Oregon 
Agricultural Chemicals.” 

Mr. Greene. Originally we started out to merchandise chemicals 
and teach farmers. That has developed into 

Senator Ture. Teach farmers to use chemicals? 

Mr. GREENE. Yes. 

Senator Ture. In what way ? 

Mr. Greene. Insecticide control and wheat control. 

Senator Ture. It is mostly in that field. It is not in the chemical 
application to a product to convert it into another usage ? 
Mr. Greene. No, sir. 
Senator Torr. Have you ever thought of it in that particular light? 
Mr. Greene. No. 
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Senator Toyz. We have a surplus in agricultural commodities and 
products. We must develop a broader use of them. We are eating as 
much as we normally should eat, at least that’s what the average doctor 
tells me. And then the other ‘question, we are not needing much more 
of our fibers than we are using, and yet we have a surplus and our 
county agent tells us what the experiment stations have developed in 
increased production of the commodity, or the product, or the live- 
stock. And therefore, we are ever increasing our production. How 
are we going to make use of it because it is an annual crop? You are 
fabricating by a synthetic process both petroleum and coal, and both 
of those are subject to being depleted from the standpoint of the 

earth’s supply. And yet you have an annual crop that oftentimes you 
have seen an increase in its production during the last 25 or 30 years. 

Have you ever thought of how you could apply a chemical process 
to broaden the use of agricultural commodities 

Mr. Greene. I believe that that is in basic research in quite a few 
companies. That comes at a very top level over ours. Ours is taking 
the products that they have developed from these materials and teach- 
ing people to use them. 

Senator Tuyxr. You are teaching people to use them. You are help- 
ing to increase the production by the chemical process of keeping the 
weeds down. 

Mr. Greene. It goes further than that. On airports we prevent 
fire hazards; on highways we help to control drainage and ballast; 
on timberlands we take the trash brush out of forest trees; on cran- 
berries we take the disease out of cranberries; we take the weeds out 
of Easter lilies. 

Senator Torr. That is what I say, you are increasing production. 
Now if you just could apply your same knowledge toward a wider use 
of the product that you are protecting by your chemical process. 

Mr. Greene. I am afraid that is in a category out of ours, sir. 

Senator Ture. I hope that somebody with the same ingenuity that 
you have developed here would go into the broadening of the use 
of agricultural commodities. That is a field that we need to go into. 

Mr. Greene. Thank you very kindly. 

Senator Morse. Mr. Greene, I want to say to you, and to the other 
witnesses too, we have these representatives of the various agencies 
here who will be supplied with the various points that are raised by 
the witnesses with respect to each one of these agencies. For example, 
we have with us today Mr. James E. Maxwell, who is the business 
analyst of. the Portland field office of the Department of Commerce. 
His attention will be called to your testimony in regard to the con- 
tract problem, and whatever comment that he wishes to make to the 
committee by way of either conference with our counsel and our 
staff director, or by way of memorandum, will be made a part of the 
record for the final consideration of the committee. 

That also goes for the people here from the Navy, and the Air 
Force, the Corps of Engineers. They will have the benefit of a 
testimony and any comment that they want to make to us in regard 
to it later will be made a part of the record.’ 


® Staff members of the Senate Small Business Committee conferred with representatives 


of the various Government agencies who were present at the hearing and were informed 
that they had no comments to add to the record. 
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I want to again thank you very much for your courtesy. 

Mr. Greene. Thank you very kindly, sir. ; 

Senator Morse. Mr. J. S. alee, Stockyard Mobil Service, North 
Portland. Is he here? 

Mr. Baxer. Yes. 

Senator Morse. And I understand, Mr. Baker, that you have with 
you a group of other service-station operators. I want to hear just 
as many of them as we can. We may have to file the statements of 
some of them. I am going to start with you and then we’ll see how 
many more we can hear. 

You know, we conducted rather extensive hearings back in Wash- 
ington on your problems and I am glad to have you bring us up to 
date. 


STATEMENT OF J. S. BAKER, PARTNER IN THE FIRM OF YOUNGSON 
& BAKER, OPERATORS OF SERVICE STATIONS, NORTH PORTLAND, 
OREG., AND REPRESENTING THE OREGON GASOLINE DEALERS 
ASSOCIATION 


Mr. Baxer. Thank you, sir. I have a prepared statement. I am 
not as qualified to give this orally, or remember it, as some, and so 
with your permission I would like to read it. 

Senator Morse. We are glad to have you read your statement. 

Mr. Baker. But before I do I would like to preface my remarks 
that I am here as the appointed representative of the Oregon Gasoline 
Dealers Association. Our last mailing membership was 1,800 of the 
approximately 4,000 gasoline and service station operators in the 
State of Oregon. 

Although my remarks will get pretty close to the bone in the opera- 
tion of the petroleum industry, I would like it understood that they 
are not made maliciously, or with the thought made in any way that 
we believe that the oil companies are a malicious institution, or that 
the individuals in them are malicious. 

We do believe that the major oil companies are in a highly com- 
petitive business and have been forced by this competition and with 
no restraint of their practices into some practices in which they indi- 
vidually, as gentlemen, would not engage. We believe that restrictive 
legislation, or a stronger enforcement of existing legislation, can 
greatly relieve our circumstances. 

Iam J.S. Baker. I ama partner in the firm of Youngson & Baker 
whose principal business is the operation of service stations. 

Last week the Oregon Journal printed some interesting statistics 
compiled by Dun & Bradstreet. Dun & Bradstreet announced that 
the average annual sales of service stations in the United States last 
year were a little in excess of $89 thousand. They further said that 
the average service station yielded a net profit, before State and 
Federal taxes of 1.1 percent. The article went on to say that the 
service stations in the Midwest enjoyed the highest profit percentages, 
while those in the Far West realized the lowest percentages. 

Now just what does this mean to an operator in Oregon? Accord- 
ing to these figures, the average monthly sales of a service station are 
just a little more than $7,400. The average profit realized by an 
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operator on this gross business is less than $82 per month, and we, of 
course, don’t come up to the national average. 

I fully recognize that figures can be misleading. I also realize that 
one business failure can lower the aver age earnings of quite a group. 
However, it is also a fact that when there are a dispr oportionate num- 
ber of failures in any business the failures cause severe loss and dis- 
tress to those who survive. They are also an indication of a mortally 
sick industry. 

In my opinion these ills are caused by one basic fact. This fact is 
the absolute control of the petroleum industry, from production 
through retailing, by the multi-million-dollar major oil companies. 
The only permanent relief that retail service-station operators can 
expect will come when these concerns are forbidden, with enforceable 
legislation, from absolutely controlling the entire industry. This is 
a very strong statement, and so I would like to describe how this 
control is exercised. 

First, some of the major oil companies market their petroleum 
products through off-brand, or cut-rate outlets. The honest reason 
for this practice is obscure since the products marketed off-brand or 
cut-rate are, in almost every instance, identical to those marketed 
under the major brand name. 

There are in Oregon two major oil companies who enjoy a greater 
share of the market than any of the others. One of these is an off- 
brand marketer while the other limits its marketing to products 
bearing its own brand name. When the off-brand marketer starts to 
garner too large a share of the market with its combined name-brand 
and off-brand ‘sales, then the brand marketer at its wholly owned and 
operated retail outlets posts a retail price considerably below the 
previously prevailing one. Often this cut will be to within a cent or 
two of their own announced wholesale price of the product. Like a 
malignant growth this reduced price is forced gradually upon all 
service stations in a very large marketing area. In Portland, the 
affected area will have a radius of from 25 to 30 miles from the center 
of town. When this condition is achieved, then the retail operator 
finds that he is losing money. This fact is immediately recognized 
by the oil companies who then offer to some dealers, but not all, and 
in varying degrees what they like to have called dealers’ aid, and what 
is variously referred to in the industry as subsidies, rebates, conces- 
sions, and so forth. 

When this condition becomes widespread, retail operators go broke 
right and left. Every major oil company maintains staffs of men 
whose only job it is to replace operators forced out of business by 
these conditions with other men who just don’t understand what they 
are getting into. 

Today one major who many years ago adopted the policy of having 
no company-operated service stations has four units which are com- 
pany operated in Portland. Its sales representatives acknowledge 
that this is because they haven’t been able to find replacements fast 
enough. One of these units doesn’t average 150 gallons of gasoline a 
day. During our last pricing disturbance, the guaranteed profit mar- 
gin of this company, under the subsidy system, was 514 cents. How 
long could you or I justify the existence of a business earning a gross 
profit of less than $10 per day ? 
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I would like to describe two instances of conditions created by these 
actions. Justa year ago the 21st of this month, a man who has worked 
for my partner and myself for several years decided he wanted to 
step out on his own in the service station business. This man is hard- 
working, honest, intelligent, and dependable. He is very comfortably 
situated with a wife and two children. He doesn’t smoke, drink, or 
gamble to excess. He was, when he left us, buying a new home. He 
had saved enough money, according to the oil company, to handle the 
new venture safely. He had, again according to the oil company, 
much more experience than the far greater majority of new service 
station men. He lasted about 4 months. In that short time he lost 
everything he had saved for many years. Today this man is back 
working for us. He is in the process of filing bankruptcy to rid him- 
self of the debts incurred in this venture. He is a very bitter man. 
The service station in which this man lost his money had several other 
men go through the same bitter experience during the recent past. 

The other instance is one with which everyone in Portland is more or 
less familiar. Starting last fall we service station men started to 
experience another price war which developed along the lines I have 
just described. A month ago a few dealers got together in desperation 
to try to do something about it. We decided that we would attempt 
to get as many operators as possible to sign a pledge that, on an 
announced day, they would remove all cut-rate price signs from their 
service stations and would adjust their prices to what would be a fair 
profit margin above present tank wagon or wholesale prices of gaso- 
line, and further that they would hold these prices and would not repost 
cut-rate price signs for a period of 48 hours to allow us time to try to 
clean up the rest of their adjoining area. 

With a terrific amount of work, we were successful in this effort. 
For the first time this winter we in Portland do not have a major price 
war. However, there is in Portland one fly in the ointment. One 
dealer who is an immigrant from Belgium and who uses his wife, his 
daughter-in-law, and his sons, along with a couple of underpaid em- 
ployees, as attendants, is widely known as a cut-price operator, al- 
though he is a major brand dealer. He today has a price sign at his 
station and is operating at a gross profit of $0.035 above wholesale. 
With his tyne of operation and his way of living, we guess that he is 
satisfied. We would have no argument with this situation if it were 
left to itself. However. when the other major oil companies decide to 
grant dealer aid gradually throughout Portland, to combat this and a 
couple of other isolated instances of price cutting, we will once again 
be in a general price war with the majors again dictating the retail 
and wholesale price of gasoline. I personally believe that the majors, 
knowing of this hearing, graciously permitted this armistice so the 
industry wouldn’t look as bad as it really is while you are in town. 

Inequities in the granting of this subsidy program are legion. My 
partner and I have had the experience of being granted a subsidy by 
an oil company at one unit while at the same time we were denied a 
subsidy by the same oil company at another unit. Both of these sta- 
tions are situated in downtown Portland. Both have handled the 
same major brand products for several years. Both were under iden- 
tical ownership and managerial policies. 

One question that I have been asked repeatedly when T have de- 
scribed the above conditions is just why do the major oil companies 
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want to keep their retail operators in such a financial fix. Wouldn’t 
it be better for them if these businesses were sound? ‘The answer to 
this question is, I believe, another one lost in the realm of big money. 
These major oil companies are beginning to believe that the provisions 
of Federal law prohibiting exclusive contracts are enforceable. To 
deny themselves the profits from what had formerly been captive cus- 
tomers is yet another thing. But, if these outlets are absolutely de- 
pendent upon the majors for their very existence and are almost all 
financially dependent upon them, how can any dealer be so rash as 
to buy any “foreign” products for resale? 

Today I could ‘sell to you a battery at a retail price from which I 
would make a reasonable profit and have this price \ below the whole- 
sale price of an equivalent battery supplied by my major oil company 
supplier. Why, in these circumstances, is more than 80 percent of 
service station allied merchandise supplied by the major oil com- 
panies? There is no answer but indirect financial coercion. Under 
what conceivable justification is it that last year one tire manufacturer 
paid one major oil company a kickback in the tens of millions of dollars 
for sales of tires the oil company had never handled and never had a 
cent invested in, but merely provided a more or less willing chain of 
retail outlets with the practices I have just described ? 

It would appear that I am submitting a brief only for the service- 
station operator. But now how about Mr. Average American, the 
man who is paying the bills?’ Should not some thought be given to 
the man who, through these practices, is required to pay more than 
an item is worth merely to line the pockets of these corporations? In 
1950 my partner and I were paying $0.222 per gallon for regular 
gasoline and were selling the same for $0.279 at a gross profit of 
$0.057. A month ago from the same oil company at the same service 
station, we were paying $0.274 per gallon while the established price 
in town, under subsidy inspired price-war conditions was 50.299. 
What does this mean? The consumer was paying 2 cents a gallon 
more for the product while we were realizing 3 cents a gallon less 
profit. Interpreted into dollars, this would establish that, under 
price-war conditions, the major oil companies take one to one-half 
million dollars more a month out of Oregon today than they took for 
their products 7 years ago without a price war. 

Gentlemen, we are deeply concerned that the Justice Department 
has done nothing with the lawsuit which was instituted over 8 years 
ago in California. Through our association, we have written, called, 
and sent telegrams in an effort to get some action, and to date have 
received nothing other than lipservice. 

We sincerely “hope that the facts presented to you here today will 

‘ause your committee to force prompt remedial action by the appro- 
priate governmental agencies under existing Federal laws. We fur- 
ther hope that you will be instrumental in having enacted what other 
legislation is necessary in order to restore free enterprise to the petro- 
leum industr y. Thank you. 

Senator Morse. Thank you very much. Senator Thye? 

Senator Ture. I have no questions. That was a most informative 
statement, however. 

Senator Morse. Congressman Ullman ? 

Representative Uttman. A most informative statement, Senator. 
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Senator Morse. Congresswoman Green ? 

Representative GREEN. No questions. 

Senator Morse. I want to commend you for your restraint. I think 
you probably are aware of the record that has been made. Mr. Stults, 
the record of our gas investigations have been made available to most 
of these gasoline stations ! 

Mr. Sruurs. Yes, sir; and I think that our counsel, Mr. Jehle, has 
been in Oregon within the last 12 months talking w ith many of the 
dealers. I don’t know whether he has talked with Mr. Baker. 

Mr. Baxer. Yes; I was present. 

Mr. Srours. Furthermore, Mr. Baker, last week the chief counsel 
of the committee and I met with Judge Gwynne, the Chairman of 
the Federal Trade Commission, and received from him the intelligence 
that the FTC was very assiduously pressing that TBA, the Tires, 
Batteries, and Accessories case, the overriding commission deal that 
you were just talking about in your statement whereby the suppliers 
of these accessories do give a kickback to the oil companies for the 
cooperation that they receive in putting that line of merchandise in 
your service station. 

And so I think that FTC will be coming out on something on that 
soon, although not soon enough probably to suit the members of our 
committee, and certainly not soon enough to suit you folks. 

Mr. Baxer. The particular lawsuit to which I was referring was 
the one which was filed, I believe, almost 10 years ago in California 
to establish the fact that Federal laws provided for divorcement 
of the oil companies from their retail end of the business. And it 
is astounding to people like myself who, if I get a traffic ticket, I 
appear next week and, by golly, I pay the fine, that this was initiated 
10 years ago, gentlemen, and to date it hasn’t come up yet for hear- 
ing. It has been almost a year ago today that there was a repre- 
sentative of the Department of Justice who once again was gathering 
information. 

I dare say that 80 percent of the service-station men who were 
in business when this legislation was introduced have gone to greener 
fields, and that we now have another entirely newer group, and we 
are at a loss to understand why it takes so long for something to 
happen. 

Senator Morse. I want to discuss this situation very briefly. As 
you know, a memorandum on this matter was submitted to my office. 
We have done all that any Senator or Member of Congress can do. We 
have presented the matter to the Department of Justice with the 
request that it advise us as to the status of the case. 

As you know, I have worked hard on this problem for some time. 
This particular gasoline situation and the gasoline operators’ prob- 
lems are very difficult. 

We have to get the information that we need—which is what we 
are trying to gather here—and so, short of legislation, all that a Con- 
gressman or Senator can do on behalf of a constituent is to do what 
we call flag a problem. 

We say to the Department of Justice, “Here’s the complaint, give 
us a report as to what the situation is.” The request is that they “flag” 
it down there and they give us a report, sometimes satisfactory, some 
times not. That is a service, however, that you pay taxes to have 
rendered. 
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Your testimony is particularly important because we have to figure 
out what the responsibility of Congress is for the passing of remedial 
legislation that will protect the public interest in this matter, and 
ther eby yours. 

I am not going to say more here. I think you know pretty well 
my views in reg rard to this entire vertical monopoly problem. You 
have sat here this afternoon and described it—the problem of the 
vertical monopoly in America. What it is going to do to the free 
enterprise system if we don’t get some brakes on it is another question. 
But again, I have no right, Senator Thye has no right, no Member 
of the House has any right to make a move until we are satisfied that 
we have had the evidence presented to us that would justify the 
drafting of legislation which will change existing laws. 

You know, and the transcript already shows in our hearings back 
there, and the claim is made by many, that the present laws are ade- 
quate. I haven’t shared that point of view. I have felt that amend- 
ments are needed. All I can say here this afternoon is that with such 
information as you give us, the additional information we get, I am 
going to sponsor some legislation. I don’t know what the result 
will be. 

Mr. Baker. Surely, sir. 

Senator Morse. Thank you very much. 

Mr. Baker. Thank you, sir. 

Senator Tuyr. Mr. Chairman, I would say that in 1953 we investi- 
gated the price wars that were then going on up in Seattle, Wash., 
und in that area, also in New Jersey. The mere fact that the com- 
mittee went in there and took testimony, and we were able to point up 
specifically where the companies had oftentimes discriminat ed in 
one area against that of another area by giving certain concessions 
in one that they wouldn't give in another, and once having pointed it 
up and got it into the light of public thought and opinion, then we 
ironed it out and I am quite certain that the committee's action right 
here in getting to the root of it and getting it out into the open. 
Getting it before the Justice Department should bring some relief in 
this price war that is going on. 

We have had a price war right in the city of St. Paul among the 
oil companies there. It has been most disastrous. I have met 
quite a number of young men in the outskirts of the city area, 20, 
30 miles out who say that they are not selling gas, they are not selling 
any petroleum, for the reason that everybody ‘knows of the price war 
and they will buy just enough to carry them into the area and then 
they will fill their tanks there, and then fill their tanks before they 
leave the area. 

\nd so it is a most disastrous sort of a business practice and 
slhiould be eliminated. 

Mr. Baker. If we are able, with what I have said, gentlemen, and 
with what these who follow me to bolster my remarks, to establish 
the fact that a price war is in no instance where it can become a gen- 
eral price war without the aid and cooperation of a major oil 
company. 

Senator Morse. The main thing is that a price war, which your 
testimony establishes, and the testimony which we took back in Wash- 
ington established to my satisfaction, is never in the public interest. 
The consumer thinks that he gained a lot because he got a cheap tank- 
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ful of gas but he doesn’t see that in the long run that that kind of 
economic piracy in the community does great “dama ge to the economy 
of the whole community. When the average consumer comes to 
recognize that he has an interest in business practices from the stand- 
point of his own economic welfare, we will have gone a long way, I 
think, to help solve the problem. But I am still of the opinion that 
we need to provide a few more arrows in the quiver of the Department 
of Justice to handle this matter. 

Mr. Baxer. Right sir. If the average American would realize 
that if one oil company in Portland announces an increase tonight 
of two-tenths of a cent a gallon at wholesale that within 24 hours 
every other major oil company will match that to the fraction of 
a cent. 

Another rather interesting thing was that shortly after the Suez 
crisis the major oil companies, particularly Union of California, which 
is dependent mostly upon products purchased from other pr oducers, 
announced an increase in their wholesale price. In Portland we were 
increased 1 cent a gallon on diesel fuel, at wholesale, by an oil com- 
pany who refines in northern Washington, whose crude is delivered 
on a pipeline out of Alberta, Canada. And the cause for the price 
increase was attributed to the Suez Canal. Thank you, gentlemen. 

Senator Morse. Thank you very much. Our next witness will be 
Mr. L. M. Johnson, of Eugene. We are glad to have you with us, 
Mr. Johnson. 

Mr. Jounson. I am glad to see you again, Senator. 

Senator Morse. Thank you very much. You may proceed in your 
own way. 

Mr. Jonnson. All right, sir. 


STATEMENT OF L. M. JOHNSON, GASOLINE STATION OPERATOR, 
EUGENE, OREG., AND PRESIDENT, LANE COUNTY GASOLINE 
DEALERS ASSOCIATION 


Mr. Jounson. My name is L. M. Johnson. I operate a service 
station at 2455 Willamette Street, Eugene, Oreg. I have operated 
at this location since May 17, 1954. At the present time I am the 
president of the Lane County Gasoline Dealers Association. 

The oil industry is one of the largest and richest businesses in the 
world. Most of the major oil companies operating in the United 
States are listed among the top 30 profit makers in the United 
States, and among the largest of corporations, being second only to 
General Motors in a listing appearing recently in Life magazine. 

Despite the size and profit of these major oil companies, their repre- 
sentatives on the retail level, the service-station operators, do not 
enjoy a sound, stable, profitable business in the Lane County area. 

In the fall season of 1954, a vicious price situation struck the gaso- 
line dealers of the Eugene-Springfield area, with prices dropping as 
Jow as 21.9 cents per gallon, taxes included. This situation continued 
through the winter and early spring with only short letups in late 
winter. 

Since the end of this pricing situation, the general pattern has been 
for a pricing situation to occur every fall season beginning shortly 
after the start of school and usually lasting until the Christmas season. 
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You will note that I use the term “price situation” instead of “gas 
war.” I have long been convinced that the “gas war” is a situation in 
which the pricing is determined by the small-business man himself 
without the financial aid and control of his supplier. 

In all of the pricing situations which have occurred in Eugene since 
I have been in the service-station business, the price to the consumer 
appears to have been controlled by the supplier, the major oil company. 
Financial losses to service-station operators have been great, forcing 
some of us out of business, and many of us to work many long hours 
each week for meager profits. 

Here are some of the pricing and management problems we face as 
small-business men : 

(1) Overbuilding of new stations by major oil companies: In many 
instances the building of stations has exceeded the supply of customers. 
I cannot help but wonder if the major oil companies are using these 
newly built stations as a means of reducing their income tax. 

(2) Inexperienced service-station operators: Major oil companies 
often lease their stations to persons with little or no experience or 
knowledge of the business. Men with experience in our business are 
reluctant to accept the long hours and responsibility of a station. This 
creates pricing problems because an inexperienced man has little com- 
prehension of costs of doing business and practically no knowledge of 
sound business practice. 

(3) Minor brands and cut-rate stations: These stations are supplied 
gasoline and other products by the major oil companies at prices greatly 
reduced from those paid by major, brand name, oil company stations. 
The gasoline is usually the same but is sold under another name. In 
many cases these minor brand stations and distributors can sell a major 
oi] company product and brands at retail for less than the major oil 
companies’ own dealer can purchase the item. This is a particularly 
vicious situation and is the root of most of the trouble in the retail oil 
and gasoline business. The growth of the minor brands in recent 
years has been tremendous. 

(4) Premium stamps and giveaways: These plans and promotions 
dd a lot of trouble in pricing of gasoline. Many dealers feel that 
the premium stamp should be available to all that desire them. I 
have been trying to obtain the use of a popular brand of trading stamp 
this past year and have been so far unsuccessful. During this same 
time, the stamp was made available to my competitor only 5 blocks 
down the street. Reason given me for denying the use of this popular 
trading stamp was that I am too close to an existing outlet. 

(5) Overriding discounts: It has been the practice oof some tire and 
accessory manufacturers to give major oil companies a commission 
on sales of their products through lessee-operated stations. I feel the 
same about this as many of my friends do. This results in higher 
prices to the consumers and is a commission to which the major oil 
companies are not entitled. Figures that have appeared from time 
to time in our trade magazines show that these commissions involve 
millions of dollars each year. In most cases, this merchandise is not 
seen by the oil companies, or handled by them. In the past, great 
pressure has been put upon the service-station operators through 
threat of lease cancellation to force the handling of the oil company- 
approved tires and accessories. Since then, the introduction of Sen- 
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ate bill 11 in the current session of Congress, this situation has eased 
considerably. 

(6) Financial subsidies and dealer aids—— 

Senator Ture. If I might interrupt at that point. 

Mr. Jounson. Yes. 

Senator Tuyr. The purpose of the hearing in Seattle, and up in 
the State of Washington, was just to get to the root of exactly what 
you have referred to. And also with the introduction of the bills, I 
am quite certain that we have discouraged that kind of a vicious, 
administrative practice on the part of the major companies. 

Mr. Jonnson. I have noticed during the past year and a half that 
the situation has eased considerably from what it was. I lease my 
station. Senator Morse has been in it a time or two and our relations, 
companywise, have always been pretty good. Some of the boys have 
a lot more trouble. 

Senator Turn. They hold a life and death—— 

Mr. Jounson. Absolutely. 

Senator Toys. There’s no question about it. 

Mr. Jounson. Absolutely. 

(6) Financial subsidies and dealer aids: These are the very life- 
blood of the pricing situation. Through these the major oil com- 
panies can control pricing and competition often at the expense of 
the service-station operator. There are many inequalities in this 
system. 

(A) Subsidy agreements are verbal only. I have never heard of 
any company putting their subsidy programs in writing or in con- 
tract form. It is always verbal. 

(B) Subsidy agreements vary according to dealers and areas. In 
my instance, approximately one-third of my marketing area which 
the company defines as a radius of six blocks from my station, con- 
sists of city park and school property. Amounts of subsidy vary 
from year to year according to the plan in use by the oil companies 
and the situation necessitating use of the subsidy. I might further 
remark on this that when we go into a price situation, we must ask 
for assistance, and we never know until we get it just what it will be. 

(C) Subsidies afford the major oil companies a means of setting 

rice on the retail level. Company salesmen dictate prices to charge 
or gasoline by several methods, the most popular again being by threat 
of lease cancellation or by loss of the subsidy. 

(D) In cases where operators own their own station, many times 
the major oil company will make no subsidy payment until such a 
time as the drop in retail price of gasoline exceeds the amount of 
property rental per gallon. 

(E) The actual payment of the subsidy due operator: In many in- 
stances service-station operators have had to wait long periods of 
time for their subsidy allowance, letting their bills become past due, 
and creating a hardship upon their families and other businesses. 

(7) Lease agreements: These are usually short-term leases cancel- 
able upon short notice by either party, and for many reasons. Insuf- 
ficient gallonage (volume), dirty restrooms, improper building or 
property maintenance, are only a few of the many reasons that may 
be used in canceling an operator’s lease. I am told and have read that 
progress is being made toward longer and more fair leases, a step 
which has been long overdue. Lease cancellation has too long been 
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used by oil-company salesmen to coerce the service-station operator 
into handling certain brands of merchandise in price setting, and in 
other service-station promotions and practices. 

In conclusion I would like to ask that you favorably consider legis- 
lation on a State and Federal level that w rill accomplish the following: 

(1) Divoreement of major oil companies from actual control of 
service-station operation and pricing at the retail level. 

( . Divorcement of tire and accessory companies from retail sales. 

(3) The end of exclusive dealing contracts and overriding discounts 
between oil companies and tire and accessory companies. 

(4) Make any trading stamp or premium program available to 
any and all that desire to participate in them and can afford to do so. 

Competition is the lifeblood of America. Too much legislation can 
do great harm to our country. We have put our faith in you men, as 
our  representativ es, to do that which is right and fair. Thank you. 

Senator Morse. Thank you very much. Senator Thye? 

Senator Tuyr. The trading-stamp question is the only one. Now 
they can determine as a company whether you may have the benefit 
of the trading stamp, and they may grant it to another person within 
a few blocks. 

Mr. Jounson. Yes. In this particular problem that I cite, it is my 
own, I have been negotiating with this trading-stamp company, at- 
tempting to get them. There is a station just a block from me that has 
this brand of stamp and presently isn’t doing much of a job of pro- 
moting it. 

Senator Ture. In other words they can go through a town and 
designate just which dealer may have the use of the trading stamp? 

Mr. Jounson. Yes. 

Senator Tayr. And they just spot them in a few areas in that par- 
ticular community ? 

Mr. Jounson. That’s right. 

Senator Tuyr. Thank you, sir. 

Senator Morse. Thank you very much. It is a very fine statement. 
Do you have any questions ? 

Representative Uttman. No. 

Senator Morse. Our next witness will be Mr. Victor Milnes, Med- 
ford, Oreg. Glad to see you again. 

Mr. Mitnes. Thank you. 

Senator Morse. The last time was in the Kellys’ home. Proceed in 
your own way. 


STATEMENT OF VICTOR MILNES, FORTUNE STATIONS, INC., 
MEDFORD, OREG. 


Mr. Mines. Thank you. I have a little different approach to the 
problems facing the service-station industry, I believe, than most 
service-station operators, and perhaps I should outline that I am an 
independent ial a dealer in what has been termed previously as 
an off-brand operator, and I realize that we have very serious prob- 
lems in our industry, and I have prepared a statement that I think will 
explain my view, and with your permission, I will read it. 

Senator Morse. You may proceed. 

Mr. Mixnes. Gasoline marketing conditions in southern Oregon 

have been unstable for several years as they have in all parts of Ore- 
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gon. There has been no major price war since 2 years ago, but only 
ong hard work by several retail dealers and suppliers have prevented 
them. There have been many close calls even this month. 

There are two basic reasons why marketing conditions have been 
unstable—— 

No. 1 is lack of discussion, understanding, and cooperation between 
the supplying companies and retail service-station operators. 

The second, lack of business ability of many service-station opera- 
tors and misleading advice given by major oil company retail rep- 
resentatives. 

The lack of understanding and cooperation between the major oil 
company supplier and the retail operator is to be expected consider- 
ing existing laws and conditions. There is at present no legal means 
of discussing problems between the supplier and the retailer where 
these problems even remotely refer to price of gasoline which is the 
retailer’s biggest problem. I refer to price-fixing laws and the suits 
pending against several major oil companies as the reason for no legal 
means of price discussion. 

The intent of these laws now being enforced is to eliminate price 
fixing and these laws are sound, but we have found in southern Oregon 
that the side effect of these laws is to stifle any conversation whatso- 
ever concerning any phase of retail price of gasoline. Consider a sit- 
uation arising recently where a retail dealer dropped his price and 
put out a price sign just because he didn’t understand what another 
oe was doing and blamed him for price cutting which was false. 
If the law had been strictly adhered to, and other dealers or suppliers 
could not discuss this situation with him, a full-fledged price war would 
have developed and other dealers in the area would have lost thousands 
of dollars. The letter of the law was not adhered to and the following 
discussions cleared the air and no price war developed. 

We, in the petroleum ery do not want to circumvent the law 
so some means must be devised that will permit understanding of each 
other’s problems resulting in friendly cooperation, and a reasonable 
return on the retailer’s investment and labor, which is not the case 
at present. 

he retail service-station operators in southern Oregon are the most 
economically oppressed class of independent businessmen to be found. 
The major oil companies have built service stations far beyond the 
needs of the motoring public and have built in locations having little 
possibility of supporting a profitable business. Operators must be 
found for these stations and only inexperienced people with some 
capital will take them. A great many dealers lack any business ex- 
perience and are easily swayed into imprudent business practices. 

Major oil company representatives are usually on a quota and often 
give misleading advice to the inexperienced operator, indicating that 
a cut in his price of gasoline will result in greatly increased volume. 
The operator is often told that even if a price war develops that the 
company will give him a subsidy and that with his increased volume 
and the subsidy, he will make more money. 

Senator Morsr. Do you mind if I interrupt at that point? 

Mr. Mitnes. Certainly not. 

Senator Morse. When Mr. Johnson testified he asked whether it 
might be possible that some of these oil companies are building these 
service stations in excess of demand of the motoring public was that 
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they might find among other reasons, some income tax benefit by so 
doing. That is, they could be taken off as losses. Do you have any 
reason to believe that there is some merit in that ? 

Mr. Mines. There undoubtedly is merit in that. If you go back 
to the overbuilding in any company there are certain tax advantages 
that can be obtained. I think that one of the other main reasons is 
that by fact of having more outlets they can increase their volume of 
the product sold because remember that they control the product from 
the well on forward. And even if they were to take a loss of, let’s say, 
5 cents a gallon because they had to subsidize a dealer, they would 
still make a substantial profit. 

Senator Morse. Thank you very much. 

Mr. Mixnzs (continuing). Major oil company subsidies are a vicious 
thing and more and more dealers are leaning on them like they would 
a pension, not realizing that in the end they cannot exist even on a 
subsidy. The dealer who cuts his price forces his competition to cut 
also and the situation soon resolves down to the point that all dealers 
in the area must sell their gasoline for as little a margin of profit as 
the dealer willing to work for the least. 

I think that that is very important because it is peculiar to this 
particular industry. We have one product and that represents about 
95 percent of the volume of that business, and in no other business can 
you put out a price sign and, for instance, advertise a can of beans 
at half price and create any war. In gasoline the service-station man 

cannot condone a lower price with a price sign nearby because he 
loses his business very rapidly. And so this resolves itself down that 
one man in an unscrupulous practice of putting out a price sign and 
cutting his price can control the income of every service- station 
operator in that area. 

The retail gasoline industry is the only industry I know of where 
one single operator can reduce the income of every other retailer uf 
the same product in an entire area by merely reducing his price and 
posting a price sign. One of the foundations of America is free 
enterprise, and another is rule by the majority. Somewhere in be- 
tween these two principles lies a pattern for stability in the retail 
gasoline industry in southern Oregon. 

We must have cooperation between the segments of the petroleum 
industry which can only be accomplished through discussion and a 
sincere desire for mutual understanding. When we improve this mu- 
tual understanding and cooperation, the ground rules, whether 
through legisl: ition or industry agreement, ‘will be more fair and 
equitable. Perhaps then there will be an air of friendliness and rea- 
sonable prosperity in the retail gasoline industry in southern Ore- 
Bo. 

[ deeply appreciate the time you gentlemen and ladies have given 
to the service-station operators of Oregon to hear their problems and 
suggestions. I sincerely hope that you will find some solution to our 
very vital problem. Thank you very much. 

Senator Morsr. You have given us a very helpful statement, Mr. 
Milnes. Senator Thye? 

Se nator Tuyr. I concur in your statement, Mr. Chairman. I think 
it is very helpful. 

Mr. Mines. Thank you very much. 

Senator Morse. Mr. R. B. Harryman of Dillard, Oreg. 
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STATEMENT OF R. B. HARRYMAN, SERVICE STATION OPERATOR, 
DILLARD, OREG. 


Mr. Ditzarp. Well Senator, in view of the lateness in time, I have 
talked with Mr. Brooks and we are submitting our statement. We 
think that the problem has been pretty well covered and we will yield 
to what has been said. Thank you. 

Senator Morse. I want the record to show that Mr. Harryman, of 
Dillard, Oreg., has submitted a statement, supplementing the state- 
ments already made by Mr. Baker, Mr. Johnson, and Mr. Milnes. It 
will be made a part of the record at this time. 

(The document referred to is as follows :) 


STATEMENT OF R. B. HARRYMAN, SERVICE STATION OPERATOR, DILLARD, OREG. 


I am making this statement of my own free will. My name is R. B. (Steve) 
Harryman; my busines is service station Owner, operator; my address is Box 
57, Dillard, Oreg. 

Dillard is in the same marketing area as Roseburg, Oreg.; it is approximately 
10 miles south of Roseburg, Oreg. on Highway U. S. 99. 

On or about the 10th of May 1957 it was brought to my attention that a Shell 
dealer in Roseburg, Oreg., had posted a large price discount sign at his station. 

Mr. Ken Ellison, who operates a Mobil station across the street from the 
above-mentioned Shell station, called me and asked me to make an investigation 
concerning the price sign. Mr. Ellison and I went to this Shell station, which 
belongs to Mr. Frank Miller, and asked about the posted price sign. He in- 
formed us that Mr. Sam Goforth, the local Shell representative, instructed him 
to do so. He told us that it was not his idea at all and that it was a Shell Oil 
Co. program. While we were discussing it further Mr. Goforth came into this 
station. I questioned Mr. Goforth about this sign program. He denied having 
any knowledge of it. Immediately Mr. Miller stopped Mr. Goforth and said, 
“Now Sam that is a Shell program, not mine. You furnished the sign and made 
me do it. It was not my idea at all.” Mr. Goforth then admitted buying the 
material and furnishing the sign but stated that Mr. Miller would be billed for 
same. Mr. Miller then said, that it is not what you told me before and I refuse 
to pay anything for that sign. I then asked Mr. Goforth to please remove the 
sign and try to avert a possible gas war and if he didn’t we would take steps to 
try and have it removed. He in turn said, “O. K. Mr. Harryman, we have our 
program and you can do anything you care to about it.” 

Later that same day at approximately 3 p. m. I discussed this Shell program 
with another Shell dealer in Roseburg, Oreg. This dealer’s name is Mr. T. G. 
Havens. During this discussion Mr. Goforth again made his appearance. We 
had another lengthy discussion on this Shell program. Mr. Goforth again as- 
sured me that Shell Oil Co. had a program and they were going to carry it out. 
While we were talking a Mr. Bob Kale, another Shell Co. representative from 
Bugene, Oreg., drove into Mr. Havens’ station. As I started to leave I noticed 
that Mr. Kale had a group of prepared price signs in the back of his car. I 
then left Mr. Havens’ station and within 1 hour the signs I saw in Mr. Kale’s 
car were posted at four Shell stations in Roseburg, Oreg. 

In further discussing this matter with Mr. Havens he told me that he had 
been fighting Shell on this matter for 3 years and that he felt he had reached 
the end of the rope. Shell had forced him into this program or he would be 
checked out of his station. He further stated that he had been in the service- 
station business all of his life and he didn’t know what he would do if he got 
checked out so he had to go along with the program. 

As president of the Oregon Gasoline Dealers Association, I find that this 
same situation is in evidence in many areas of the State. 


Senator Morse. The next witness will be Mr. Paul Coleman. 
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STATEMENT OF PAUL COLEMAN, GASOLINE AND OIL DEALER, 
KLAMATH FALLS, AND JOINED IN BY NORMAN FEHR, AUTOMO- 
TIVE SERVICE, ALBANY, OREG. 


Mr. Coteman. We will limit our remarks to those which have al- 
ready been set forth by our association. 

Senator Morsr. That goes for Mr. Fehr too? 

Mr. Coteman. Yes. 

Senator Morse. Let the record show, however, that Mr. Paul Cole- 
man, Klamath Falls, and Mr. Norman Fehr, ‘Albany, Oreg., have 
joined in this presentation of information to the committee on the 

gasoline service station problem. 

Our next witness will be Mr. D. E. Wilson, of the Wilson Lumber 
Co., Waldport, Oreg. Is Mr. Wilson here ? 

Mr. Witson. Yes, I’m here. 

Senator Morse. Have a seat, Mr. Wilson. We are very glad to 
have you with us. Now we have this statement that you are sub- 
mitting. Do you wish to read the statement, or do you wish me to 
file it as a matter of record 

Mr. Witson. You may just file it, if you wish, as a matter of record. 

Senator Morsr. Do you mind if I read it ? 

Mr. Witson. Go ahead. 

Senator Morse. It is a brief statement. I would like to read it so 
that Senator Thye and I can ask you a few questions on it. 


STATEMENT OF D. E. WILSON, WILSON LUMBER C0., 
WALDPORT, OREG. 


Senator Morse. Mr. Wilson’s statement is as follows: 


I am a sawmill operator and think I would be classed as a small-business 
man. These are some of the things that I believe hurt the small-mill operator, 
and also some of the things that I believe could help them : 

The high price of stumpage, and the fact that there is such a high cash 
deposit, which deposit is required to be placed even before one is allowed to 
bid on the sale of United States forestry timber, this deposit is from the amount 
of $1,000 and up, depending upon the amount of stumpage being put up on the 
particular bid. I don’t believe that a responsible operator should be required 
to place a deposit in order to bid on a sale. 

When a bidder is awarded a sale, he is required to post a performance bond, 
this in addition to the bid deposit, and again from $1,000 up depending upon 
the amount of the sale. 

Due to so many small mills going out of business, bonding companies are 
refusing to place these bonds. This forces the small operator to place a cash 
bond which in most cases he doesn’t have. The bid deposit is held and applies 
on the last of the timber to be removed, but the performance bond is not 
returned for from 30 days or more after the job is finished. 

Forestry sales are misleading to the public, as they only quote the high price 
of the bid made and do not give the grade of the timber, which may be a very 
high grade. This leads the individual timber owner to believe that he should 
get this same high price for his timber even though it might be a lower grade. 

I also believe that these sales should go to the operators in the area of the 
sales. I do not believe that large operators miles away should be allowed to 
come in and run these bids up as the large operators have years of timber 
ahead of them, which as a rule is very cheap stumpage, and by putting this 
with the high-priced stumpage, it gives them a low overall cost. 











72 SMALL-BUSINESS PROBLEMS 


I also think it should be up to the Government to build the access roads as 
they can do it cheaper, for again the small operator does not have the proper 
equipment for this work. I also believe that the department that places the 
sale should be required to provide the right-of-way across any private property 
that may be required for removal of the sale. 

I also believe that these sales should be paid for in the manner that the pur- 
chaser pays for his logs, on the open market. In the area I am from, the gen- 
eral rule is pay the week following delivery. No operator would have over a 
week’s delivery unpaid. The Department should be willing to take a certified 
Bureau scale, either water or truck scale as the care may be. This method of 
scaling would give the Department an actual scale and pay on all stumpage 
that was in the sale, and there would be no large overruns as there has been 
on some cruised scale sales. 

If one were limited in these sales to the amount of logs that he would use in 
a year or two, it would give the small operator a chance to plan ahead. 

These things I believe would be a big help to the small-mill operator at 
this time. 

Senator Morse. That is Mr. Wilson’s statement. 

Mr. Wilson, I have seen that statement before, but I want to com- 
mend you for it. It presents, incidentally, the point of view that I 
have heard from a considerable number of small operators such as 
youare. Iam going to ask Senator Thye if he has any questions be- 
fore I ask you Lor 2. 

Senator Taye. Mr. Wilson, how many men do you usually employ ? 

Mr. Witson. Twenty three to tw enty-seven men. 

Senator Tuyr. Twenty-three to twenty-seven. And you have been 
in operation for quite a number of years ? 

Mr. Wuson. I have. 

Senator Ture. Thank you, sir. That:is the only question that I 

you, y4q 
have. 

Senator Morse. Mr. Wilson, on the basis of this statement, I would 
like to ask you 3 or 4 questions. You are a lumber operator carrying 
on a small lumber operation. What is your average daily cut? 

Mr. Wuson. Fifty to seventy thousand feet per 8-hour shift. 

Senator Morse. Fifty to seventy thousand. 

Mr. Wiuson. Yes. 

Senator Morsr. What is your source of log supply ? 

Mr. Wixrson. The open market. 

Senator Morse. Open market. You have no private timber of your 
own. 

Mr. Witson. No. 

Senator Morsr. What is your biggest problem in getting timber 
from the Forest Service, and Gover nment timber generally / 

Mr. Wirson. Well, I would say it’s money, mostly. It is the amount 
of money required down on a sale that would be adequate to carry my 
operation, why, it would take around twenty, thirty thousand dollars 
to carry that sale through. 

Senator Morse. And as you pointed out in your statement, one of 
your major problems is your problem of supplying the bond. 

Mr. Wizson. That’s right. 

Senator Tuyr. And the one thousand or whatever it is that is 
required 

Mr. Wison. Well, that is a very small figure. Most of your sales 
take five thousand, ten thousand down. 

Senator Ture. Yes. That plus your bond is your problem. 

Mr. Wiuson. Yes. Plus the bond. 
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Senator Taye. It is the downpayment, and you are aylegitamete 
operator who has been in the operation for a number of years. There 
is no question but what you are going to fulfill and carry out. 

Mr. Wuson. That’s correct. 

Senator Tuys. You are not a fly-by-night. You have-a,perma- 
nent establishment. 

Mr. Wirson. That’s right. 

Senator Tuyr. And you have to buy within:a reasonable: distance 
because you can’t afford to truck it in 4 

Mr. Wirson. That’s correct, yes. 

Senator Ture. And, therefore, you would be out there bidding in 
order to keep your operations going / 

Mr. Wiuson. That’s correct. 

Senator Morse. Mr. Wilson, in your! opinion, what risk, if. any, 
would the Federal Government, the Forest Service, run in a case:such 
as yours and others similarly situated in not requiring a ‘bond? 

Mr. Wuson. Well, I would consider they, would be running no 
risk. They have a certified scale for évery log, every load: of; logs 
that are stumped, and if they weren't, paid within that week. or 2 
weeks’ time, if they weren’t paid, why, they certainly could attach a 
lien or file a judgment on lumber, produced out of those, logs.) I 
would say they would stand no, financial, loss; or «a; possibilty, of a 
financial loss. 

Senator Morse. I don’t think you, were here earlier inthe after- 
noon. I had a discussion with a couple of othex witnesses im regard 
to the access-road matter that. you ‘Taised |in. your, statement. 

Mr. Wixson. Yes. 

Senator Morse. But.as I. pointed. out. then, the position: you take 
has been my point of, view, in regard to the Government supplying 
the roads and the cost, of, the roads coming out of the stumpage sold 
so that the little fellow at least gets,an,even, shake, shall we say. 

Mr. Witson. That’s all a man needs, a fair, chance,* 

Senator Morss,, I am very, glad,to have this statement, im the record, 
and it has been yery helpful to.us. 

Mr. Witson., Thank you, Senator. 

Senator Morse. Thank you very, much. Mr, Greene? 

Mr. Greenr;, May I add.something there?,,,We have had over \150 
of our customers this year faced with the same problem, 

Senator, Morse. I am very glad to have, you supplement your testi- 
mony with that,, Mr. Greene.,,Let the record show: that. that was 
Mr. Greene who previously testified.,,,(See p. 45.) 

I would Jike to call) upon Mr. James, DeShazor, Columbia Plastics 
Corp.,;/at Portland.,, Is, Mr, DeShazor, here 

(Noresponse. ) 

Senator Morse. Is Mr, Lewis here; Fred Lewis? 

Mr. Lewis. Yes: 

Senator Morsr. Mr. Lewis, you have, been very kind and patient 
and L want to thank you. Comejon up and give us'the benefit of your 
testimony, 

Mr. Lewis. Idon’t havea prepared statement. 

Senator Morse. You don’t need one. 


‘See appednix 1, p. 107. 
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STATEMENT OF FRED A. LEWIS, LEWIS MANUFACTURING CO., INC., 
KLAMATH FALIS, OREG. 


Mr. Lewis. The very fact that I have appeared here without a 
perenne statement indicates one of the greatest problems of the small- 
usiness man. Late yesterday afternoon I found that I would be able 
to come to the meeting here. But as the manager of a small manu- 
facturing business—and incidentally I brought my wife up and that 
constitutes about one-fourth of our business—and it is a rather small 
business—it does not leave me time as a manager of the business, as a 
salesman, as an engineer, as a welder, and all of the various other jobs 
that fall on me, to make a prepared statement for this committee. 

Senator Morsr. You have whetted our curiosity now and you are 
going to have to describe this business. 

Mr. Lewis. Well, our business is a small manufacturing business, 
and certainly, based upon the testimony that has been given here, we 
know why we have some of our problems because we manufacture 
equipment primarily for the farm industry and for the logging indus- 
try, and so we are hitting both sides. 

Senator Ture. What is the nature of your equipment? 

Mr. Lewis. We manufacture potato harvesters, harvesting equip- 
ment, brush-piling equipment for the logging industry, and so forth. 

Senator THrE Any specific brand ? 

Mr. Lewis. We use the Lewis Manufacturing Co. brand. 

Senator Tryr. I see. 

Mr. Lewis. We are fairly well known with the farm trade, but 
not so much in the lumber industry. 

Senator Tuyr. You make the complete potato digger ? 

Mr. Lewis. We make not only the complete potato digger, but also 
some 40, 50 items connected with the potato industry, some of them 
on a production basis, some of them simply on a job basis. 

The problems of small business certainly aren’t single-fold by 
any means and they haven’t been the same over a long period of time. 
Most of these problems that are facing us today did not exist even 
as short a time ago as 1950 or 1951, 1952. Primar ily the change there, 
I believe, has been probably the tight-money problem—whatever 
that is, I am not just sure. But it has certainly affected my customers 
and it has directly affected me. 

I like to compare the problems of small business with a man going 
over Niagara Falls in a barrel. Small business people have been 
going over Niagara Falls all their lives; they have been in a whirl; 
and they have been bounced around and br uised up, and some of them 
have been killed and had mortalities in various other ways. We got 
along though. We went over the falls and we took our whirling 
as it came. But then the Federal Government stepped in and they 
said, “We don’t like your barrel that you have there. It isn’t hig 
enough. And so we will redesign that barrel a little bit. We will 
make it bigger. We will pattern it after big business and we will 
take all the padding out of it.” Now by padding I am talking about 
our tax problem, our inability to build up a reserve, our inability 
to borrow money. 

Since the Federal Government stepped in a number of years ago 
and passed legislation to protect banks—and you asked this ques- 
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tion a moment ago and I am glad now that I have a chance to an- 
swer it—it has made it impossible for a small business to secure any 
kind of adequate loans to operate. Sure, we can go down to the 
bank and they'll say, “Sure, we'll loan you a thousand dollars, or 
$10,000,” whatever you may need for the particular business. But 
you have to have that back in 11 months, or 12 months. 

Now what good is that for a business such as ours where we have 
to build up a capital operating fund? We also need to purchase 
equipment, land, buildings, and all those other things. 

Senator Try. May I ‘ask you a question at that point, Mr. Lewis? 

Mr. Lewis. Certainly. 

Senator Tuyr. How many years have you been operating ? 

Mr. Lewis. We went into business in 1949. 

Senator Toye. 1949? 

Mr. Lewis. Yes, sir. 

Senator Ture. Thank you, sir. 

Mr. Lewis. And incidentally, we went into business with $100 

capital and inside of 4 years we grew to a $100,000 corporation. At 
that point, I would like to read a statement here. 

Senator Tuyr. You have been still growing in recent years ? 

Mr. Lewis. No, not since the hard-money program came in. 

Senator Tyr. When did you first feel the effects ? 

Mr. Lewis. I think it was 1954, 1 am not sure. I would have to 
look it up. 

Senator Ture. 1954. That was the time when you had more dif- 
ficulty going back to the bank and securing money! Since 1954 you 
have had more difficulty in going to the bank and obtaining the 
necessary operating credit, or operating funds? 

Mr. Lewis. That’s right. 

Senator Tuyr. I see. 

Mr. Lewis. Prior to that time bank financing was reasonably 
simple. 

Senator Tuyr. Had you been expanding much the same way dur- 
ing these recent years as you had in your first years in business? 

Mr. Lewis. We made every effort to contract rather than expand. 

Senator Ture. Is that right? 

Mr. Lewis. It was the only possible way to continue to exist. 

Senator Taye. Thank you, sir. 

Senator Morse. But you would like to expand ? 

Mr. Lewis. We would like to expand to a certain point, ves. To 
the point of being a big business, no. But in a period of 3 years we 
expanded from my wife and I and my brother to 43 employees. Since 
that time we have cut back and now we are operating with 7. 

Senator Ture. Well then, if you don’t mind a further question— 
and Mr. Chairman, with your tolerance 

Senator Morse. Go right ahead. 





Senator Ture. You have the orders, and you have the same imagina- 
tion that you possessed at the outset when you first created the business 
to go ahead and develop what you knew the logger, or the operator, 
such as the potato men, might need or might use, but to get the mate- 
rial, or the manpower to do the fabricating, you have to have capital. 
And that is where you are running into the difficulty. Even though 
vou possessed the ability to do all “these things, you are running into 
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the immediate problem of getting the funds to finance both the raw 
material and then men to do the work, and the floor space to operate 
in? 

Mr. Lewis. Yes, that is right. Let me elaborate just a little bit. 
Our biggest problem is the f fact that we do 12 months’ business in 
September and October. We lose money, and our financial statement 
shows a loss of money, for 5 months straight. We show a profit for 
2 months, and if we can hold even for the other 2 months and come out 
even at the end of the year, we are lucky. 

Now why? The reason is because we have no facilities whatsoever 
to anticipate our sales, to build our equipment ahead, and be prepared 
to sell on the market when the time comes. And so asa result, we wait 
until the Ist of September when the orders come in and start building 
like mad—and get into trouble with the Federal Wage and Hour 
Commission incidentally—trying to prepare ourselves to meet a mad 
emergency for 2 or 3 months. You men who have been in business 
realize how impossible a situation like that kind would be. 

Senator Tuyr. May I ask another question there, Mr. Chairman, if 
Mr. Lewis will permit ? 

Senator Morse. Certainly. 

Senator Tyr. Have you studied and have you endeavored to deter- 
mine how you can add to your plant to get a broader service from your 
plant facilities and your men because therein lies a danger from the 
standpoint of the man who loans you the money that if you have an 
adverse situation in those 5 months you wouldn’t be able to cover up 
for the incurred operating expense that was involved in those other 
months? I ask that not as a critical thought, but more or less from 
curiosity to know how far have you gone in trying to determine 
whether you could supplement. 

I was in a plant in southern Minnesota just last week, and that plant 
operator was and has been very successful. He showed me the addi- 
tional operators that he has added to that which is today filling in 
those valleys that had always occurred in his business and which had 
been such a threat to his success. That is what leads me to ask that. 

Mr. Lewis. I am glad that you brought that up because I think 
that there are very few things that have come to our attention that 
we haven't tried. "Most of them have been with a tragic effect. We 
have tried to increase our finances by going to distributors who 
handle our products, by going to dealers who handle our products. 
We can’t train dealers. We do not have the personnel. We can’t 
train distributors. We can’t finance and compete with big business 
to do that. The point that you are going to bring up—I’m going to 
cover that in just a moment. 

As I said, originally we were primarily in manufacturing for the 
potato industry. The potato industry has been in bad shape for the 
last few years. We went over into manufacturing other farm equip- 
ment. That has gone more or less sour. We went in last year to 
the manufacturing of logging equipment and hit it just the right 
time so it has gone just a little bit rough. 

And that brings me up to this point here. We have tried to get 
Government contracts. We have tried everything that we could 
think of. A number of years ago Congress set up the SBA, pur- 
portedly to help us get Government contracts, to help us finance our 
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needs. I would like to tell you a little bit as to how they are fulfilling 
their obligation, and this is no reflection whatsoever on any man in 
the SBA, or anyone else; because I think they are doing, at least on 
the State level, whatever they are instructed to do. 

Gentlemen, on the 6th day of May the chamber of commerce of 
Klamath Falls received this sheet of paper [illustrating] notifying us 
that there was a bid coming up. It happens to be for trailers, ‘and 
we build lots of trailers down there. On the 7th day we sent a 
telegram requesting some plans, specifications, and drawings. On 
the 8th day, on the 8th of the month, this packet of material you see 
here [displaying] was mailed to us. On the 14th day we received 
that packet of mail. We opened it up and this is what we got. 
Among other things it said that May 18 was going to be the opening 
date, 4 days. Now some of you gentlemen are maybe engineers, but 
there are 37 drawings there, and those are good drawings and that 
is a good job. It was a three-quarter-of-a-million-dollar job. It 
would have been just nice over about a 3-year period within our 
company. 

Not only that, but down here in the middle there is a stack of 
papers that we have to study over. We have to read the instructions, 
we have to fill out the forms. As I said when I started here, I’m 
manager, engineer, supervisor, salesman, and so forth, and I have to 
take time out to study those drawings, to fill those papers out, to 
secure my subcontracts that I am not able to supply, and I’m sup- 
posed to get that all prepared and send it back so it will be opened 
within 4 days. 

Now if this just happened once it would be all right. But, gentle- 
men, it didn’t happen once; it didn’t happen a lot of times : “it has 
happened every single time, and we have made a lot of applications 
for Government work. And so that will answer your point. 

Senator Tuyr. Mr. Lewis, at that very point, that is where I have 
been most critical of the Ordnance for reasons that they do not make 
it possible for the small operator. You cannot afford a man sitting 
in Washington, but a big operator can afford to have a man sitting 
down there that knows exactly what is in the stages of development 
before it ever gets into the printed form. That is the problem of the 
small-business man. That is one reason why I have endeavored with 
this agency to get the personnel in there that would have the under- 
standing and the know-how to be of service to you. You must have 
it, otherwise the big corporations get larger and the smaller ones 
just simply dry up for lack of business, because you can’t compete 
when you have to do this in a matter of 4 days, and it is a new field 
to you, and the agency, firm, corporation—it makes no difference who 
it might be—who has a man in Washington that already knows what 
is being processed, you just do not have a ghost of a chance. 

Mr. Lewis. We found that out. 

Senator Tuyr. Yes, sir. 

Senator Morse. How many times has this happened, would you say ? 

Mr. Lewts. How many time has it happened ? 

Senator Morse. Yes, how many times has it happened ? 

Mr. Lewis. I would say that we finally tried about 7 or 8 times 
before we gave up. 

Senator Morsr. Now you don’t try ? 
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Mr. Lewis. We don’t try any more. There is not any object in it. 

Here is an answer, incidentally, that I got from my good friend, 
Mr. Barnett,** indicating his inability to do much about it. This letter 
was written to Mr. Davis, and it states in substance that a good deal 
of time could be saved if he would write directly to the procurement 
office and ask to be placed on the list to receive all bid invitations. 

As you know, we have no jurisdiction over procurement agencies as to the 
extent of their lead time. 

In other words, what possible justification is there for the Small 
Business Administration to exist if they can do absolutely nothing 
for us? 

He has thrown it right back in our lap. 


Further— 

he says— 
I also suggest that the company purchase at the cost of 50 cents a United States 
Government Purchasing Directory from the United States Department of 
Commerce, The directory lists names of all procurement offices and articles they 
are buying. Upon receipt they would determine what articles they are qualified 
to supply at competitive prices. They, in turn, could write to the procurement 
office and ask to be placed on the list to receive notice. 

Senator Ture. Mr. Barnett is here in the Portland area, the Port- 
land region, and he, of course, is operating as the regional director 
out of the Washington office. The home office is in Washington. 

Mr. Lewis. Thatisright. As I stated originally, and I am not cast- 
ing any reflections whatsoever, but it does indicate this one thing, 
gentlemen, that the Small Business Administration cannot do what 
they are instructed to do; they have no power to do it. And so what 
sarthly justification is there to spend taxes on an organization such 
as that? 

Senator Tuyr. They don’t function in only that particular field 
however. They do function in other fields. However, I am not in any 
sense trying to alibi for them. 

Mr. Lewis. That is right. 

Senator Ture. I have been as critical as anyone could be at vari- 
ous times. But I am seeking the information in order to make cer- 
tain that we may correct some of this, if it can be corrected. The Ord- 
nance Department, giving such a short lead as this, is the main agency 
to criticize. That is my humble opinion because the other agency 
cannot, unless they have the information in sufficient time to be of 
assistance to you. 

Senator Morss. Let me interrupt for just a moment. I want to 
get all this information for Mr. Stults. I think this is a good guinea 

ig case. I think that we should use it as a case to follow through on. 
on’t mention this because it is from Oregon. I would say the same 
thing if we were down in St. Louis. But here you havea record. Here 
you have testimony. Here you have the documents. I think that we 
should carry through on this case through both the procurement agen- 
cies and through the Small Business Administration to the end of 
finding the facts for the committee. I am sure that Mr. Lewis won’t 
object. 

Mr. Lewis. I will be very happy to supply any material needed. 


‘* John G. Barnett, region XIII, Small Business Administration. 
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Senator Morser. I think the result might be helpful to all concerned. 
[ want to say this—we have had many “conferences with the procure- 
ment agencies and I have never had any feeling that any of them were 
against small business. You are = here—may I say most re- 
spectfully ¢—with the whole matter of the administrative process. 
Sometimes the process gets so cumbersome that sight is lost of the 
objective. 

Mr. Lewts. Especially for the small-business man. 

Senator Morss. Especially for the small-business man. I believe, 
and I am sure that Senator Thye will share my view, that we ought 
to take a look at this case. I don’t know where you could geta better 
one laid out on the table for you. Let’s follow through on this case 
and see what can be said by the various Government representatives 
about a case such as this and what suggestions they would make, legis- 
lativewise and administratively, for correcting this situation that has 
given us these results. 

Senator Turr. Then, Mr. Stults, when you have obtained any in- 
formation on this question, I wish that you would personally send me 
some report on it, and I am sure that that would be true also of Sena- 
tor Morse. 

Mr. Srutrs. I will try to have it in time, Senator Thye, so that it 
may be spread on the record, along with Mr. Lewis’ statement.’ 

Senator Ture. Incidentally, there was a gentleman who wanted to 
he critical of the committee's action in holding these hearings here not 
so long ago. Now here is proof specifically of the worthiness of the 
committee hear ings because I would have no knowledge of your prob- 
lems as a businessman unless I had been privileged to sit here and 
hear you relate them to us. 

Senator Morse. It has been very helpful. 

Mr. Lewis. Let me ask a question. Is Senator Sparkman on this 
committee / 

Senator Morse. He is the chairman. 

Mr. Lewts. Chairman. 

Senator Morse. Senator Sparkman is the chairman of the full com- 
mittee. 

Mr. Lewts. He has a letter from me that I would like to have made 
a part of the record. I have a copy of it here. I don’t have an extra 
COTSY. 
Senator Morse. It will be incorporated into the record at this point. 
(The letter referred to, dated February 25, 1954, is as follows:) 


EXHIBIT 2 
FEBRUARY 25, 1954. 
Senator SPARKMAN, 
Senate Office Building, Washington, D.C. 


Your Honor: The purpose of this letter is to attempt to ascertain the purpose 
of the Small Business Administration, which has just recently been set up. I am 
particularly interested in the functions as a loaning agency for small business. 


>To avoid further delay, the Small Business Committee took immediate action to have 
the name of the Lewis Manufacturing Co. placed on the appropriate bidders’ lists with 
the various Government agencies, to receive directly, information regarding purchases. 

It is the policy of the services to allow 30 days to elapse between the date of mailing the 
invitation to bid and the date of opening. Only in cases of an emergency does this policy 
vary. 

Mr. Lewis has been furnished with a copy of the United States Government Purchasing 
Directory. He will be contacted by the contracting officers in the various Government 
agencies, who will assist him in every way possible. 
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You are undoubtedly well aware that it is practically impossible for a small, 
new, rapidly growing business to secure adequate financing through normal bank 
channels. It has been the hope of every small-business man that this Adminis- 
tration will fill in this gap. At the present writing, however, this does not appear 
to be the case. 

Although I am expressing the feelings of a number of small-business men with 
whom I have discussed this matter, I am, with your permission at this point, 
going to use our own business as typical of the predicament of all small rapidly 
growing businesses. 

Our business started in 1950 with less than $100 borrowed capital. Today 
we have practically grown ourselves to death into a $100,000 corporation. 

We have shown a good profit every year, and yet we cannot pay our creditors, 
not because of poor management but because we have good products that are 
in demand, and our sales are constantly outstripping our operating capital. 

The products we produce are somewhat seasonal in nature. This leaves us 
with 1 of 2 alternatives. Either we manufacture ahead of time to partially 
cover our anticipated sales, or we shut down our plant during slack seasons and 
operate like mad with green help during the rush period. The latter circum- 
stance, of course, would run our costs so high that we would be in an impossible 
competitive position. 

We can’t expect our creditors to go on indefinitely financing us, although it is 
to their advantage, as well as everyone else in the West, to have these types of 
business grow and prosper. Klamath County particularly needs development of 
this kind. 

That is the problem. Here is what I feel is the answer. Since the Federal 
banking laws have completely removed the banks from this picture, and the tax 
program has precluded the businessman’s chances of solving his own problem, 
we feel that the Small Business Administration should make money available 
to deserving small businesses purely on their apparent ability to repay from 
earnings and the integrity of the management. 

Fixed capital assets should have no bearing on the question, for two reasons. 
First, money cannot be invested in capital assets until an adequate operating 
capital is built up, and, second, very few rapidly growing companies have the 
ability to acquire even a fraction of the capital assets necessary to back loans 
sufficient for operating capital. 

To date, the Small Business Administration tells us that their loans will be 
made only on bank terms with one exception, that is, they will be made on a 
longer-term basis. 

It is my opinion that this agency’s existence is not justified if it cannot offer 
anything beyond what the banks are providing. 

There are thousands of small, deserving businesses whose continued existence 
depends on a more sensible credit policy. 

What can we do to get the ball to rolling? 

Thank you for whatever assistance and consideration you can give in this 
matter. 


Very truly yours, 
LEWIS MANUFACTURING Co., INC., 


Frep A. Lewis, Manager. 


Mr. Lewis. Thank you. 

Senator Tuyr. You see, Mr. Lewis, this is a full committee hearing, 
but to accommodate more speedy action, we have agreed that two mem- 
bers can conduct a hearing. In order that we do not have to wait for 
the full committee action we have divided ourselves up. But it is a 
full committee hearing. Senator Sparkman is the chairman of it, and 
I, on the Republican side, as the senior Republican, and I was chair- 
man in the year of 1953 or in the 83d Congress. 

Mr. Lewis. I had the answer from Senator Sparkman. I will get 
the answer also. 

Senator Morse. Senator Sparkman’s answer will be in corporated 
at this point in the record. 

(The document referred to is as follows :) 
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EXHIBIT 2 (A) 


UNITED STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
March 1, 1954. 
Mr. FRED A. LEwIs, 
Manager, Lewis Manufacturing Co., 
Klamath Falls, Oreg. 

Drak Mr. Lewis: I have your letter of February 25 which I have read with 
interest. I have done and will continue to do everything I can to get the Small 
Business Administration to establish a reasonable policy toward helping small 
business. 

I greatly fear that little real help will be given to small business by that 
agency under this national administration. This administration set out in 
1953 when it first came to power to liquidate the Reconstruction Finance Corpora- 
tion and the Small Defense Plants Administration. Some of us in the House 
and in the Senate set about to establish an agency to take the place of the RFC 
and SDPA. After a long struggle, the Democrats in the Senate forced through 
a fairly good measure, the present Small Business Administration. However, 
no agency is better than its administration and its backing from the White 
House. 

You may be sure that I shall continue my efforts to make it a worthwhile 
agency but I really am pessimistic as to its overall contribution to the welfare 
of small business. 

I am taking the liberty of sending your letter to the Washington Administrator 
of the Small Business Administration as it is indicative of the kind of com- 
plaints I am constantly receiving. I think he should know, whether or not he 
does anything about it, that your case is typical. 

Sincerely, 
JOHN SPARKMAN, 

Mr. Lewis. Another point that I would like to stress primarily is the 
financial need. As you know our biggest problem is always to finance 
our business and to grow, and another function, of course, of the SBA 
is to supply, to fill a gap that the local banks or others cannot take 

care of. I have had conferences, and I am one of those foolish indi- 
viduals, I’ll say, that make application for an SBA loan. Got turned 
down. Got turned down because they said that I grew too fast, and I 
didn’t have enough capital assets to justify a loan, which I didn’t. I 
needed that capit: ‘al to finance production because I didn’t have capital 
assets. 

Senator Toye. What year were you turned down ? 

Mr. Lewis. The time was May 19, 1954, one of the earlier applica- 
tions, I believe. 

Senator Tirryr. One of the first years of its function, and we have 
been somewhat critical at times of the administrative policies. I 
wouldn’t say that you would have better luck now, but I was curious to 
know what year you had made the application. 

Mr. Lewis. Certainly we are still in business, and as I told the 
gentleman at that eo I expected to be in business at least as long 
as the SBA was. I didn’t expect to be able to handle my business and 
supply my customers and take care of it as I should because I didn’t 
have the capital to do it, but the banks haven’t abandoned me at all. 
My financ ial condition isn’t bad enough so they have said, “Boy, you’re 
no good.” They have stood back of me. If they had turned the loan 
dow n on the basis that the banks would handle it, that would have 
been a little question, but that wasn’t the basis it was turned down on. 
The basis it was turned down on was that I needed a loan, and since 
T needed one, I couldn’t get it. The old banker idea. 
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Senator Morse. Are you confronted with this problem, Mr. Lewis, 
that although you can get some loans from the bank, you need longer- 
term loans than you were able to get, and it was your hope that SBA, 
probably with the participation of some bank, for part of the loan, 
would give you the loan for that period of time? It would enable 
you to meet this capital investment that you require for expansion ¢ 

Mr. Lewis. That’s right. We have made application, I think, for 
about a 6-year loan, a 5-year loan, whatever it was. 

Senator Morse. I think one of the most significant things you have 
testified to is the contracting of your business from a 43-employee 
business to a 7-employee business, and the symbolism of that as far 
as the economic impact of that on your community is concerned. 
If I understood you correctly, if you could get the kind of fi- 
nancing that you need and could get the help of some subcontracts 
that vou need, you have a going concern that could expand, shall we 
say, to 43 employees again or possibly even more, and the impact of 
that on your community would be new jobs and new tax dollars, both 
local, State and Federal. 

Mr. Lewis. That’s right. We have the physical facilities and the 
tools to operate on the original basis again, but we haven’t the capital 
to do it. 

Representative Untman. Mr. Chairman, wouldn’t you say, Mr. 
Lewis, that this is a good example of the close relationship between a 
healthy farm situation and a stable business situation in the type 
of community in which you live? In other words, aren’t your for- 
tunes rather closely geared to a stable potato industry in your area? 

Mr. Lewis. So much so that it can’t be overexpressed at all. Our 
whole economic lifeblood in that area is dependent upon lumber and 
farms. Just as an example, now we’re talking about business failures. 
Of our farm-equipment dealers in that area, 7 in number, 5 changed 
hands since 1953 because they couldn’t continue to afford to operate, 
and some of them have changed hands more than once, attempting to 
pour new capital in there. In some cases the manufacturer has had 
to take over the dealership because they couldn’t get anybody to take 
it. I have had every major farm equipment manufacturer except 
one approach me to try to get me to take over the farm equipment 
sales in that area. 

Senator Morse. I think one of the striking things about your testi- 
mony is that you are operating a concern now, as far as your agri- 
cultural demand is concerned, upon a seasonal basis. If you could 
get some assistance with a subcontract on a trailer or some other item 
that the Government needs in its procurement program, it would give 
you that year-around stability in your business that would keep these 
employees working the year around and would have all the rippling 
effects that we observe when throwing a few stones into the pond, so 
far as expanding economy is concerned. 

Mr. Lewis. Right along that line in answers to a question that you 
asked me a moment ago, we have secured additional capital and 
poured some of our own money back into manufacturing these rental 
trailers that cover the Nation that you are familiar with, undoubtedly, 
in order to keep our men busy. We can’t go out and hire these men, 
these professional men that we have there working for us. We can’t 
hire them on the spur of the moment. We have to keep them busy the 
year around, so we have created that outlet in order to manufacture 
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these trailers for ourselves, you might say, and pouring every dime 
in there that we can to keep our plant going during the quiet season, 
and then by the same token, have some income off the rental equip- 
ment as time goes on. We certainly have tried almost everything to 
keep that business on top, and we’re going to succeed. 

At this point I would like to say that I don’t think small business 
is asking for subsidies. I don’t think we’re asking for anything 
except a chance to exist somewhat on the basis that we did a number of 
years ago where we could build up a capital out of our own initiative 
and ability to the place that we can operate on. We've got to have 
tax relief. We've got to be able to plow some of that money back into 
the business and not have to pour it all out into taxes or some other, 
and incidentally on this tax business, I don’t know whether I’ve got 
the figures right here, but I'll repeat them from memory. 

In 1953, 1954, and 1955, our income-tax payments for every hundred 
dollars that we paid, that we made, net profit, before taxes, we paid 
$97.50 income tax to the State and Federal Government, and the rec- 
ords are available to any of you folks who want it. Ninety-seven 
dollars. 

Senator Toye. You mean $97 of every hundred ? 

Mr. Lewis. Of every $100 net income, we paid $97.50 back for Fed- 
eral and State income taxes, and we were well in the hole by the time 
we paid our excise taxes, our property taxes, and various other taxes. 
Those records are available, gentlemen. 

Senator Tuyr. And then, furthermore, you didn’t have any history, 
and there are profits, and, therefore, you were in the high excise 
bracket. 

Mr. Lewis. That’s right. And another point that is kind of irking 
to me just a little bit is the fact that every time we changed the com- 
plexion of our company—now by changing complexion I mean from a 
partnership to a corporation to another partnership, and so forth, all 
of our history record is automatically wiped out, although the same 
personnel is there; the same bookkeeper, and everything else. And 
that is where the Federal Government in that period of time stepped in 
and wiped out all of our chance to reach back and take advantage of a 
loss that we had had. 

Senator Tuyr. For your information, there are bills before com- 
mittees and in Congress now that would correct that and permit you 
to go on a partnership basis, if you were a corporation, and more 
especially you, where you are such a family corporation. 

Those bills are alive, and will remain alive, because as we reconvene 
we are still in the 85th Congress. 

Senator Morse. If we can get these bills passed, it will give you an 
election, on an annual basis, to determine whether you want to com- 
pute on a partnership basis, or on a corporation basis, depending on 
which would be to your tax advantage. We think that you should 
have that election. 

Mr. Lewis. It would certainly be of an advantage, I would say so. 
I do have 1 or 2 other suggestions and they won’t take up much more 
of your time. 

Senator Morse. Go ahead. 

Mr. Lewis. I don’t think the SBA is the answer to our problem. 

Senator Tuyr. Well, Mr. Lewis, the answer is primarily this, that 
if you were able to participate in some of the co contracts, and 
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there is a tremendous amount of defense contract letting every year 
because of the huge appropriations for national defense, then you 
would have something to supplement and that you could be engaged 
in it in the valley period of your own operations. Then your ma- 
chine operations for the farmers’ needs or the sawmills would be just 
sort of a net to you in your overall operation. 

Mr. Lewis. You are correct there, but I still feel it is a crutch. 

Senator Ture. It is acrutch to lean on. 

Mr. Lewis. Yes. 

Senator Tuyr. You mean a defense contract. 

Mr. Lewis. Well, not only that 

Senator Ture. But your values are always going to be there as 
long as you have to carry your inventory, and do not have dealers, 
and do not have the methods of putting your potato digger out into 
the hands of a dealer in a 12-month operation. You see, if you were 
large enough so that your potato machine was going into the Southern 
States where they are digging at the time that you are not digging in 
the North here, then you Y would possibly have a more bi lanced output 
from your factory production. But you are confined primarily to the 
Northwest region, and therefore your season is relatively short in the 
digging of that potato crop. And the lumber industry, of course, is 
just incidental to your major line. 

I am not trying to alibi for the agency. I am just trying to find 
a way to help you as well as to help myself understand better your 
problems. 

Mr. Lewis. I think there is a better way. 

Senator Torr. Go ahead, I’m looking for it. 

Mr. Lewis. I think if we had an enabling act passed by the Con- 
gress to give us a realistic procurement program, and a loan program, 
an act that would make it possible for a group of small-business men 
to employ professional procurement men and professional estimators, 
professional finance men which, as I understand it—and I have been 
told by the experts in the field that that is illegal at the present time— 
then we would be able to help ourselves. We would be able to set 
up an organization, a commission, or an association of small manu- 
facturers—and here is where the rub comes in Small Business Ad- 
ministration. They say that small business is 500 people or less as 
employees which is just—well, I just won’t express myself because 
that is just not right. 

There is one way that that could be handled through this associa- 
tion method. We can associate a group of comparable manufac- 
turers, of comparable size, set up our procurement program, set up 
our loan program. And all of the other associated and allied prob- 
lems that we have can be handled through that association that is 

eculiar to us, not to the sawmill business, not to the farm program 
ecause they can have their own association, and each association 
can be based on a setup so that they can analyze the peculiar and 
particualr problems of their particular members. 

Then we can send our men to Washington or wherever is necessary 
to get this information. We don’t have a thing to do but to pay our 
dues because we don’t have time to do anything but pay our dues 
anyway. We make application and we indicate what we are capable 
of doing, and then itisea experts whom we have employed and for 
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whom we are paying the bill, can go to Washington and they can 
ferret out these jobs. They can segregate them out and bid on 
them—but I don’t think we should have to bid on them actually. 
Where it is necessary to bid on them, then they can bid on them. 
And then when they secure those bids they can say, “Mr. Lewis, here 
is a portion for you, and Mr. Jones over here, you can handle this, 
and the price is such and such if you can do it.” O. K., and then 
we don’t have to have all this professional and expert help that we 
don’t have time or money for to employ ourselves, and as I said 
before, I think it is illegal to do it anyway. 

Senator Tue. I don’t believe, Mr. ae, that it would be illegal 
if you formed such an association. I don’t know how the Federal 
Government could set up an agency so as to function just exactly in 
the jobbing and letting of this because I think you would all be right 
on top of that agency saying, “I’m not getting my legitimate share. 

I think that there would be the problem. 

Mr. Lewis. If that agency is supervised primarily by the busi- 
nesses themselves then they have their vote to go back there and cor- 
rect that. 

Senator Ture. That is true. 

Mr. Lewis. There are similar setups in the farm industry, within 
the State at least. 

Senator Ture. I was in a merchandising establishment about 10 
days ago where they were purchasing in carload lots great volumes 
and then concentrating it in the w arehouse, and then the individual 
merchant came and selected what he wanted and then it was packaged 
and a variety of things went out under one shipment to a certain 
store. It is unique; it is very profitable, and it is permitting the inde- 
pendent to operate almost as in a chain operation, competitively with 
the chain organization. 

I see your point. You are thinking of that somewhat in the pro- 
curement field. 

Mr. Lewts. That’s right. 

Senator Tyr. As well as in the merchandising. 

Mr. Lewis. And not only that, but in the loan field. 

Senator Tnyr. Yes. We have not had your specific problem re- 
solved even though you have written to the chairman, and I am sure 
that Mr. Stults got the letter when the chairman received your 
communication. 

Mr. Sruuts. If Mr. Lewis would like a curbstone opinion from a 
nonlawyer, he could get some free advice; that is, it is legal for you 
to set up a pool for poe poses of bidding on procurement. These pools 
are set up and get an antitrust immunity with the Small Busi- 
ness Administration’s assistance from the Department of Justice; the 
Attorney General in the name of the President gives you an exemption 
from the antitrust laws. 

This hasn’t been too successful, however, because by the time that 
a group of small-business men superimpose on top of themselves lots 
of overhead expenses—that is, like employing men and paying their 
expenses to go to the various procurement agencies, and when they 
are forced to hire good lawyers to look over ‘the contracts and read 
the fine print, when they are forced to hire engineers to look over 
the specifications, this makes it so extremely expensive that Lewis 
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Manufacturing Co. can produce at a much lower overhead and if 
Lewis happens to get wind of that sort of—of that same bid, he can 
bid much lower. 

The only way that pools really work are in two situations: (1) if 
we had a set-aside for small businesses and for pools exclusively, (2) 
during a full war mobilization, as during World War II, when these 
associations of small firms were very successful in doing business with 
the Government. During the Korean war they were very unsuccessful, 
and Peoria, Ill., and many others spent a great deal of time and money 
and did not get a job done for the members of their association. 

It is a long, hard process, Mr. Lewis. If you wanted to get that 
immunization, Mr. Lewis, you could, but I am not sure that the past 
record would justify your trying to do it. 

Mr. Lewis. I think you are probably correct, but the very points 
that I was trying to bring out there would circumvent a lot ‘of those 
»xroblems. I mean the general association there isn’t the entire prob- 
ee There has got to ‘be a Government backing. I think even the 
setting aside of some of the bid requirements and things of that sort. 

Senator Morse. I think it is wonderful to have your testimony. 
Mr. Stults, I want you and the staff to be of as much help as possible 
in supplying Mr. Lewis with information on this last point, and I 
know that you will. 

Mr. Sruurs. I certainly will. Iam sorry if I sounded too negative. 

Senator Morse. Oh, not at all. 

Mr. Stuuts. I was just trying to give him my own experiences over 
the last 7 years. 

Senator Morse. You didn’t sound negative. It was your duty to 
tell him what your experience had been. 

Mr. Lewis. I think if I sounded pretty negative myself it has been 
because I have bumped my head pretty hard. I am looking for an 
answer just the same as most of these other gentlemen here are. 

Senator Morsr. We are going to do what we can to be of help to 
you. You have been of great help to us here this afternoon. You 
have given us the best case I have heard in our hearings, to use as an 
example. With your testimony at hand we can find out what can be 
done at the legislative level to get rid of some of the redtape that you 
complain about. 

Senator Ture. Mr. Chairman, is Mrs. Lewis in the room with you, 
Mr. Lewis? 

Mr. Lewts. Yes, she is the one who furnished the groceries for me 
for about 3 years while I plowed everything I made back into the 
business. 

Senator Morse. Mrs. Lewis, we are very glad to have you with us. 
Your joint testimony—because I know that it is joint testimony—is 
going to be very helpful to us. Thank you very much, Mr. Lewis. 

Mr. Lewis. Thank you. 

Mrs. Lewis (in audience). Thank you. 

Mr. Lewis. Do you want this [a packet of forms relative to bid 
information | ? 

Senator Morse. Yes; I want Mr. Stults to have it and then he will 
send back to you, Mr. Lewis, what he does not need. 

The next witness will be Mr. Harold F. Carlson, executive secretary, 
Oregon Independent Retail Grocers Association at Portland. 
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While he is coming up may I say that there will be incorporated in 
the record at this point a statement from Mrs. Irma Milledge, of the 
Milledge Convalescent Home at Medford, Oreg., to be made a part of 
the record. 

(The statement referred to is as follows :) 


STATEMENT OF Mrs. IRMA MILLEDGE, MILLEDGE CONVALESCENT HOME, MEDFORD, 
OREG. 


The importance and position of the nursing-home industry is little known or 
uuderstood. It is the eighth largest industry in the United States exceeded only 
by such industries as steel, oil, automobiles, rubber, and a few others. Its 
importance to Government on all levels as both a payer of taxes and employer 
of workers in volume is ignored, overlooked, and disregarded. To the country 
as a whole and particularly to the State of Oregon it is time to take a new and 
active evaluation of this important industry to our society—both as a social and 
humane necessity and as an economic stabilizer to our fluctuating and fluttering 
economy. It pays large taxes and is the source of tax moneys to the Governments, 
National, State, county, and city—through payroll, realty, business, etc., taxes. 
in Gresham, for instance, the nursing-home payroll is the largest in the city. 

And its importance to America continues to grow. Insurance companies have 
figured that by 1975 the population of this country over 65 will double. If only 
a small fraction of this increased older people need a nursing-home bed and the 
care and loving attention that is required with the slow deterioration of our 
elder citizens, where will they get it if something is not done now to provide for 
them? Government-built homes are not the answer. They are both too costly to 
build and operate. Facts and figures prove that private nursing homes cost the 
Government less per patient and give better care with more personal attention 
than county or State institutions—as well as being a sounder investment by the 
return to the Government of increased taxes of all kinds. 

Why is it then that the Small Business Administration has yet to lend 
money to any Oregon nursing home for expansion and improvement? Many 
applications have been made. None granted. Yet the nursing homes, considered 
a bad risk by lending institutions, have had less business failures than any other 
enterprise. Being forced to pay higher rates of interest than through the usual 
channels they still meet their obligations despite increased standards and require- 
ments of them. 

When new and more stringent regulations are made affecting nursing homes 
why are not the nursing homes or their organization conferred with and consulted? 
What recourse can be taken when officials apply new edicts not passed by the 
legislature? 

The Oregon nursing homes were told by State officials that to receive Federal 
matching funds for the care of welfare patients, the vendor system of payment 
must be used—which means that the State pays nursing homes after the welfare 
patient has been at the institution for a month (a small partial payment is made 
at the beginning of the month). This would not be an insurmountable burden 
if the balance of payment came within a week of the following month but often 
this payment is as much as 3 additional weeks late, thus creating an economic 
hardship to meet payrolls, food bills, etc., reducing the credit position of the 
nursing-home industry which is trying to claim its rightful stature in the business 
life of the community. 





STATEMENT OF HAROLD F. CARLSON, EXECUTIVE SECRETARY, 
OREGON INDEPENDENT RETAIL GROCERS ASSOCIATION, PORT- 
LAND, OREG. 


Senator Morse. I am sorry that you had to wait so long, but we 
couldn’t help it. 

Mr. Cartson. I appreciate your courtesy. 

Senator Morse. No; it is your patience that I appreciate. Proceed 
in your own way, Mr. Carlson. 

Mr. Cartson. I have copies here [distributing]. I have a very 
brief statement, and with your permission I will proceed to read it. 
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Senator Morse. You go right ahead. 

Mr. Cartson. The following statement is respectfully submitted for 
your consideration in behalf of the Oregon Independent Retail Gro- 
cers Association, which represents the interest of some 1,800 independ- 
ent retail — of Oregon. 

Many of our members are employers who hire from 1 to 40 employees 
and are, therefore, classified as small independent business. During 
the past few years many of our independent employers have had dis- 
putes with labor unions relative to the jurisdiction of these unions 
claiming to represent the employees. In many instances union busi- 
ness agents have forced independent employers in Oregon to sign a 
union contract by threats of picketing or actual picketing when the 
unions have not complied with the provisions of the Taft-Hartley Act 
which requires the signing of a majority of the employees before de- 
manding a union-shop agreement. The National Labor Relations 
Board has refused to accept jurisdiction in these above-mentioned in- 
stances, because the independent employers were not engaged in inter- 
state commerce and were not, therefore, under the act and its provi- 
sions. 

These independent employers and their employees have also been 
refused the regulation and protection by Oregon State laws, because 
jurisdiction over these matters has been denied to State courts and 
administrative bodies. Because of this problem we have found that a 
great many of our employers are, therefore, unable to secure recogni- 
tion and jurisdiction in their particular dispute by either the National 
Labor Relations Act or Oregon State labor laws. 

Because of this jurisdictional conflict between the National Labor 
Relations Act and Oregon State labor laws, 1 independent store in 
Portland was picketed for 23 weeks this year by the retail clerks 
union. The attorney for the retail clerks union contended that neither 
the State courts nor the National Labor Relations Board had jurisdic- 
tion in the dispute. The owner of this small independent grocery store, 
who had previously employed only his brother, was subjected to 23 
weeks of picketing by the retail clerks’ union and was also refused 
deliveries of merchandise by the teamsters union. 

This is only one instance where an independent grocer has been 
subjected to unjustified picketing by a union with no Federal or State 
agency accepting jurisdiction in the case. 

The United States Senate Committee on Investigation of Labor 
Racketeering, headed by Senator McClellan, has exposed many in- 
stances of labor racketeering and other illegal acts by certain unions 
here in Oregon. We believe that the retail food and drug clerks union 
in Oregon has also been guilty of many illegal acts and racketeering 
by forcing clerks to pay dues to this union under threats of picketing 
against their employers. The case of the Uptown Grocery in Port- 
land, who was picketed for 23 weeks, is an example of such 
racketeering. 

It is therefore important for independent business in Oregon that 
our National Congress adopt legislation which will provide definite 
jurisdictional provisions for all employers. This national legislation 
should also provide that all smal] employers who are not under the 
jurisdiction of the National Labor Relations Act shall be regulated by 
the respective State labor laws. Accordingly, all employers who are 
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not under the jurisdiction of the National Labor Relations Act would 
automatically be regulated under the provisions of State labor laws. 

The adoption of this recommended legislation by the Congress would 
eliminate the present difficulties encountered by small independent 
employers. It is imperative that such legislation be enacted in the 
next session of Congress in order to avoid the bankruptcy of thousands 
of independent businesses in America who are not protected by the 
National Labor Relations Act nor the respective State laws. 

We wish to express our appreciation for the splendid work of your 
Senate Small Business Committee in behalf of independent business. 
We also greatly appreciate the cooperation which our own United 
States Senator Wayne Morse has extended to Oregon independent 
businesses. 

The above statement is respectfully submitted to your committee 
in compliance with a resolution adopted at the 1957 Oregon Inde- 
pendent Retail Grocers Convention held in Portland, Oreg., on dates 
of November 10 and 11, 1957. 

Senator Morse. Mr. Carlson, I’m going to do two things. I sit 
in a dual capacity here. I sit as a member of this committee ; I am 
also a member of the Senate Labor Committee. I here now instruct 
my administrative assistant, Mr. Berg, to see that a separate copy 
of this testimony, and also a copy of this part of the transcript, goes 
to the counsel of the Senate Labor Committee because I want the 
staff of the Senate Labor Committee to consider it too. 

Briefly, I say that you raise two problems. As you know, I 
have not shared the point of view of the National Labor Relations 
Board for some years—not recently, but for some years—in limiting 
rs jurisdiction as it has. I recall specifically now of a hotel case— 

far beyond the borders of Oregon—in which I interested myself as a 
member of the committee. The Board took the position that the busi- 
ness was too small and it was not going to exercise jurisdiction. 

I happen to feel that this matter of 1 uniformity of the administration 
of justice is a pretty important thing in a democracy. And so I am 
going to use this as another example which buttresses a point which 
I’ve made for some time. 

Your testimony raises another point about legislation and I’m not 
going to curbstone on it. I intend to give it further thought, but I 
should say that my tentative view is that, as a matter of law, you are 
asking for congressional legislation that would have no validity if 
the Federal Government does not have jurisdiction over the subject 
matter. That is, we couldn’t pass a law and say to the States, for 
example, “You have to take jurisdiction.” We can pass a law and 
say to the State, “We give you jurisdiction over a subject matter that 
is within our jurisdiction.” 

I want to analyze your statement a little further. I think that 
you probably have a problem here in which the Federal Government 
at that particular level couldn’t do anything. If it is purely intra- 
state, and not interstate, we just don’t have the jurisdiction. But I 
will study further and you will hear from me about it. I want to 
thank you very much for your testimony. 

Mr. Cartson. Thank you. 

Senator Morse. Senator Thye? 

Senator Ture. No, I have no questions, Mr. Chairman, because I 
think that you’ve covered the legal point of it. 
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Mr. Cartson. I want to say this that we appreciate—and I know 
that Senator Morse has had a great deal of experience with the 
National Labor Relations Board and understands labor laws much 
better than I do—but I do want to say this that, as he mentions, and 
he is familiar with it, that small employers—and if a retail store does 
less than 2 or 3 million dollars worth of business and buys less than 
$1 million in inturatate commerce, then they are not under the pro- 
visions of the Taft-Hartley Act. And therefore, when you go to 
court, which we did, and we found out that we were in no man’s 
land as far as jurisdiction is concerned. We couldn't go to the 
National Labor Relations Board, and they claimed the S tate court 
didn’t have jurisdiction, and that is quite a tough proposition. 

I understand that there is legislation being considered in Congress 
to at least define the National Labor Relations Act so that there 
wouldn’t be a defense in taking a case to the State court that the 
National Labor Relations Board did have jurisdiction, and get the 
buck passed between the two so that no decision is ever rendered. 
Thank you very much for your courtesy. 

Senator Morse. You have been very helpful to us. Thank you. 

Mr. Temple, you have been very kind and patient. Please come 
forward—last, but certainly not least. I’m not going to ask you 
any personal questions, but afterward you can tell me about the 
family. I'd like to know. 

Senator Tuye. Is this the last witness for this evening? 

Senator Morse. Unless Mr. Raies, or Mr. DeShazor have returned 
this is the last witness on our list for tonight. If there are some 
others that I have overlooked, they are going to be heard, I can 
assure you. 


STATEMENT OF MORRIS TEMPLE, PART OWNER AND MANAGER, 
TEMPLE HOTEL, PENDLETON, OREG. 


Mr. Temrte. My report is not long. I have requested two audi- 
ences with your group. First, to tell you what a bad situation the 
small-hotel industry is in, and second, to present for your considera- 
tion tomorrow at your tax hearings, a proposal—or at least I will 
present it for the record—a proposal that I think will do a great deal 
to allow the retail trade and service men an ap Tact gd to get back 
into the swim of a profitable business. With that, I will progress. 

My name is Morris Temple. I manage and am a owner of the 
Temple Hotel, located in Pendleton, Oreg. We employ from 50 to 
60 people on a permanent basis in our various departments which 
include 114 guestrooms, a coffeeshop, a gift store, bar, hotel laundry, 
and garage. Hotels of this size are generally classified as smaller 
hotels. 

The hotel industry ranks seventh in the United States in size, and 
yet 70 percent of the makeup of the hotel industry is in hotels of the 
size that I operate or are smaller. And so there are billions of dol- 
lars, and hundreds of thousands of people, who are interested in the 
outcome of our industry—and we are suffering. 








I am not going to stay too close to this transcript. 

Senator Morse. Just proceed in your own way. 

Mr. Temrte. If you will turn to page 2 you will see what has h: ap- 
pened in our business, and since I am a typical small-hotel operator I 
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have been requested to a oe before you by both the Oregon and the 
Washington State Hotel Associations and I can certify that the same 
picture 1s very much the truth in all other hotels of our size. 

I will skip around. You will notice an occupancy in 1950 of 
83.5. Our estimated occupancy for this year will be 64.7. Labor 
costs, percentagewise, in 1950 was 28.2, for 1957 it is 38.6. Although 
our room occupancy has dropped, you ‘will notice in the past 5 years 
it is relatively stable on our gross income. That is due only to in- 
creased prices that we charge. We have not added any more em- 
ployees but we have paid them more money as salaries, and conse- 
quently that explains largely the differences in that. You can look 
at that at your faisut® and so I won’t linger too long. [Referring to 
prepared transcript. | 

Senator Morsr. Take your time. 

Mr. Trempte. Though travel, tourist and commercial, has been in- 
creasing year by year, our trade is diminishing and is now at the 
point where our business is no longer prosperous. There are several 
factors which have contributed to this condition. ‘These are, in my 
opinion, listed in their relative importance. After mentioning them, 
I will discuss them in detail. 

First is motel competition, and competition with new types of 
restaurants in which adequate parking space is furnished to patrons. 

The second one is the 5-day business week. 

Third is competition w ith tax-free organizations for food and 
lodging services. 

Fourth is oppressive excise tax which include cabaret taxes and 
taxes on the tole of our trade and which cannot be passed on. 

Fifth is the restrictive tax regulations which do not give us some 
advantages that some other businesses enjoy. 

First, in motel competition, this relatively new competitor to the 
hotel is one of the fastest growing businesses in our country. In 1945 
there were about 23,000 such motels, today there are 56,000 and they 
are growing at the rate of 5,000 a year. The same situation is true 
with the drive-in restaurant, or the restaurant that furnishes ample 
parking space for its customers. The reason is obvious, that as auto- 
mobile traffic increases, it becomes more and more difficult for our 
patrons to patronize our downtown, central locations. These con- 
gested business districts are not conducive to people who use our serv- 
ices as they once did. 

I might stop here for the moment and say that the situation in the 
small hotel is not the same as in the metropolitan city where gen- 
erally prosperity is being enjoyed toa high degree. 

One cannot criticize any potential cr ustomer for giving his patron- 
age to the business establishment that offers him the ereatest con- 
venience. And on the other hand, the old established firm that is 
continually losing business, is finding it more and more difficult to 
maintain its service and merchandise at the high standard that we 
would like. ‘The hotelman is not alone in this predicament. Every 
retail and service trade in the central business district faces the same 
problem. Our problem is basic—traffic congestion and lack of suit- 
able off-street parking space. 

The small-business man, and this includes all hotelmen in the smaller 
hotels, does not request a subsidy to replace his lost profits. He only 
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asks an opportunity to solve his own problems without being penalized 
by our taxing authorities. Difficult as it is to borrow money these 
days ata reasonable rate of interest, most of us can and would do that 
if we could see a means of repaying that loan. If we borrow money 
for an improvement, and that improvement is successful and results 
in profit to the investor, and taxes siphon off a large portion of those 
profits, then it becomes impossible for the investor to repay the money 
he borrowed. I know that if the investment is made in building 
improvements or equipment, the taxing authorities make allowances for 
the repayment of capital loans through the medium of depreciation or 
obsolescence schedules. However, off- street parking facilities, and to 
our businesses they are only facilities, c an in no way be acquired, under 
our present statutes, without paying a terrific tax penalty. 

I shall present for your consideration tomorrow a proposal which 
I believe will materially assist small-business men to solve this prob- 
lem and which will not directly or indirectly cost our Federal Govern- 
ment out-of-pocket money or anticipated revenues, but will in a period 
of a relatively few years produce more tax dollars to our Government 
than can now be foreseen. 

Since my time at this hearing is limited, and the proposal that I 
present will take several minutes, I request that I make it a matter of 
record tomorrow—with your permission.° 

Senator Morse. Permission granted. 

Mr. Tempte. The next problem I don’t know what you can do about, 
but it is very serious to us; the 5-day business week, and, roughly, it 
is this: Commerce is on a 5-day business week and the hotel operates 
7 days a week. Our trade, made up mostly of commercial and busi- 
nessmen who come to our communities for business purposes, includes 
their workdays on Monday, Tuesday, Wednesday, and Thursday. 
They plan their itinerary so they can be home on Friday. I don’t 
blame them. I would do axery the same thing. But we have a 
Friday night, Saturday night, Sunday night, in which we maintain a 
staff as large and an expense almost as great as we do when we are 
running at capacity. I estimate the difference in a room that is occu- 

ied and a room that is empty; there is less than 50 cents’ difference 
Laon the two. I don’t know what you can do about it, but it is 
just one of those things. I don’t know what anyone can do. It is just 
the condition of our business. 

However, ours is a business that has high overhead fixed costs. We 
deal in large sums of money for a very small percentage of profit. If 
we can raise our income 2, 3, or 5 percent over our basic costs, then our 
profits do mount rapidly. Since we are now operating near the break- 
even point, and our stafis are anything but over worked, we re quest that 
we be protected from unfair competition, small as this amount may 
seem to you, and, in this regard, I mean 2 or 3 smal] items. 

Competition with tax-free organizations of a social or a fraternal 
nature who frequently cater to the general public in order to gain some 
benefits for their members. Since they do not pay the or dinary busi- 
ness taxes, they are at an advantage in competition with those of us 
who cater to the general public, and whatever profit they can clear by 


®For statement referred to see printed hearings on Tax Problems of Small Business 
before the Senate Select Committee on Small Business (pt. 2, p. 1028), November 15, 1957. 
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this public catering they distribute in benefits to their members in either 
lower dues or cheaper services 

And, in this regard, the hotel indust ry asks for two considerations. 
The first is exploratory, and we ask that a study be made of the tax 
return of tax-exempt organizations, and that it be made available for 
public inspection, so that the extent of this unfair competition can be 
examined. 

Second, to amend section 501 of the Revenue Code so as to make all 
tax-exempt groups liable for Federal income tax on unrelated business 
activities. 

I will skip over the excise taxes. They are not material in our hotel. 
They amount to several hundred dollars, between $800 and $1,200 a 
year. But our business has come to a point now where it is a matter 
of conservation. Anything that we can save is something that we 
have left over. That is the only objection. So long as we were pros- 
perous, we had no objection to any of these excise taxes. 

Senator Morse. I think that is very pertinent. I think these excise 
taxes are very unsound, and I have been close to them, as you know. 
I have cosponsored a bill in the Senate which seeks to solve the 
problem. 

Mr. Tempte. It seems reasonable that an individual operating his 
own business who, with all his abilities, seeks to make a success out of 
that business, and who at all times during the life of that business 
risks financial reverses and the loss of his assets, should be accorded 
the same privilege of adopting an adequate retirement program as is 
granted to corporation officers and employees. 

That is relative to the Jenkins-Keogh bill. We do feel, as propri- 
etorships and individual operators, that some provision should be 
made for us. We didn’t think about it too much a few years ago, when 
our business was prosperous, but then now, when we find ourselves in 
a little different situation, we look at things differently. 

Thank you, gentlemen. That is about all. 

Senator Morse. We will do what we can to help you with that. Sen- 
ator Thye, any questions / 

Senator Tyr. No questions. 

Mr. Tempte. I will have the balance of this for you tomorrow.® 

Senator Morse. Thank you. 

The reporter will see that Mr. Temple’s prepared statement is 
included in the record at this point. 

(The statement referred to follows :) 


STATEMENT OF Morris S. TEMPLE, MANAGER AND PART OWNER, TEMPLE HOTEL, 
PENDLETON, OREG., TO SENATE SELECT COMMITTEE ON SMALL BUSINESS 


My name is Morris Temple. I manage and am part owner of the Temple 
Hotel, located in Pendleton, Oreg. We employ from 50 to 60 people on a perma- 
nent basis in our various departments, which include 114 guest rooms, a coffee 
shop, a gift store, bar, hotel laundry and garage. Hotels of this size are gener- 
ally classified as a smaller hotel. 

Smaller hotels represent more than 70 percent of the capital assets and employ- 
ment in the hotel industry, which is a large industry, ranking seventh in size 
to other industries of our Nation. Billions of dollars of investment and hundreds 
of thousands of employees are involved. Because the hotel I operste is a 
typical smaller hotel, T have been requested to present to you »n economic picture 


Sce footnote 6, p. 92. 
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of this business. The statistics quoted in this report are taken from my own 
business, and can be verified by our records. 
(The statistics referred to follow :) 


ScHEDULE A.—Comparative statement of room occupancy and payroll 





| | | | | 

| | | | 
| 

| 


| Percent | Percent | Ist-class 
Room | Gross labor costs | taxable motel 
Year | occupancy | receipts ! Payroll ! togross | income rooms 
(percent) | receipts | after in city 
expenses 
1950 2_ 83. 5 158 44 28. 2 100. 0 30 
1951 3__. seeded 81.0 271) 8) 30.6 122.0 60 
1952... nape -| 79.3 273 | 85 31.0 123.0 76 
1953__- Seok 72.7 265 86 32.3 93. 7 76 
1954 4___ NT, 67.8 285 102 38. 5 50.4 114 
1955__- : 2 68.7 33 107 38. 2 27.1 114 
1956 __- ee: | 67.9 398 117 38.0 39.1 114 
1957 5__- eer pai 64.7 297 115 38. 6 6.2 156 


1 Expressed in units of $1,000. 

2 Includes room department and gift shop only. Food service under separate management. 

3 Food service added to sales and labor costs. 

4 Laundry service added to sales and labor costs. 

5 Computed January to September, inclusive. Months of October, November, and December taken 
from 1956 records. 

Note.—1. Increase of gross sales largely due to increased room rates and food prices. 

2. Increase of payroll due to increase in salary. No material change in number of employees. All salaries 
increased 20 percent. 

3. Above tabulation does not include either receipts of labor costs of bar which was placed in operation 
late in 1954. 

4. A direct correlation between the number of Ist-class motel units in operation and drop in hotel 
occupancy is noted. 


Though travel, tourist and commercial, has been increasing year by year, our 
trade is diminishing, and is now at the point where our business is no longer 
prosperous. There are several factors which have contributed to this condi- 
tion. ‘These are, in my opinion, listed in their relative importance. After men- 
tioning them, I will discuss each one in brief detail. 

1. Motel competition and competition with new types of restaurants in which 
adequate parking space is furnished to patrons. 

2. The 40-hour workweek; 5-day business week. 

3. Competition with tax-free organizations for food and lodging services. 

4. Oppressive excise taxes, which include cabaret taxes and taxes on the tools of 
our trade, and which cannot be passed on. Such as communication tax, 
excise tax on light globes, excise tax on transportation, silver plate and 
many others. 

5. Restrictive tax regulations that give advantages to corporation employees but 
exclude proprietorships and partnerships. 

To discuss these factors in detail, let us consider : 

1. Motel competition: This relatively new competitor to the hotel is one of 
the fastest growing businesses in our country. In 1945 there were about 23,000 
motels in the United States. Today there are 56,000, and some 5,000 more are 
being built each year. The same is true with the drive-in restaurant or the 
restaurant that furnishes ample parking spaces for its customers. The reason 
is obvious, as automobile traffic increases, it becomes more and more difficult 
for our patrons to conveniently use our facilities, which are located in the 
central, congested business or commercial districts of our towns and cities. 
One cannot criticize any potential customer for giving his patronage to the 
business establishment that offers him greater convenience. And on the other 
hand, the old established firm, that is continually losing business, is finding it 
more and more difficult to maintain his service and merchandise at the high 
standard that he would like. The hotelman is not alone in this predicament. 
Every retail and service trade in the central business district faces the same 
problem. Our problem is basic—traffic congestion and lack of suitable offstreet 
parking space. 

The small-business inan, and this includes all hotelinen in the smaller hotels, 
does not request a subsidy to replace his lost profits; he asks only the opportunity 
to solve his own problem without being penalized by our taxing authorities. 
Difficult as it is to borrow money these days at a reasonable rate of interest, 
most of us can and would do that if we could see a means of repaying that loan. 








SMALL-BUSINESS PROBLEMS 95 


lf we borrow money for an improvement, and that improvement is successful 
and results in profit to the investor, and taxes siphon off a large portion of those 
profits, then it becomes impossible for the investor to repay the money he bor- 
rowed. I know that if the investment is made in building improvements or 
equipment, the taxing authorities make allowances for the repayment of capital 
loans through the medium of depreciation or obsolescence schedules. However, 
offstreet parking facilities, and to our businesses they are only facilities, can 
in no way be acquired under our present statutes, without paying a terrific tax 
penalty. 

I shall present for your consideration a proposal which I believe will materially 
assist small-business men to solve this problem and which will not directly or 
indirectly cost our Federal Government out-of-pocket money or anticipated 
revenues, but will, in a period of a relatively few years, produce more tax dollars 
to our Government than can now be foreseen. Since my time at this hearing 
is limited, and the proposal that I present will take several minutes, I request 
that I be permitted to present this proposal at a later date and that it be inserted 
in the record of this hearing. (Statement referred to incorporated in printed 
hearings Tax Problems of Small Business (pt. 2, p. 1028) November 15, 1957.) 

2. The 5-day business week: In recent years the commerce of our country has 
adopted the 5-day business week. The cash customer who is in our hotels for 
business reasons generally does not work on Saturday or Sunday. Hence there 
is little reason for him to remain away from his home on weekends. In most 
instances he plans his itinerary so that he can return home on Friday evening. 
This practice leaves us with only 4 days of good business each week. This 
factor is not generally recognized for the serious problem that it poses to the 
hotel industry. Frequently, even though we have been operating at near capacity 
during the business days of the week, our occupancy rate drops to 30 to 35 percent 
on the weekends. It costs almost as much to operate a hotel when its guestrooms 
are empty as it does when they are occupied. I estimate the difference between 
an occupied room and a vacant room to be less than 50 cents a day. 

There is no way we can close our doors on dull weekends or otherwise pare 
our expenses. Because of these slow weekends our labor costs are extremely 
high. Since we have only service for sale, we must at all times keep enough 
employees on the job to meet any ordinary business condition, regardless of 
whether or not it is profitable. I have not heard of any practical solution to this 
problem we face. We must, therefore, adopt the only other possible approach, 
and that is to economize so far as possible in order to make ends meet. 

Ours is a business that has high, fixed overhead costs. We deal in large 
sums of money for a very small percentage of profit. If we can raise our income 
even 2, 3, or 5 percent over our basic costs, then our profit mounts rapidly. 
Since we are now operating near the break-even point, and our staffs are any- 
thing but overworked, we request that we be protected from unfair competition, 
small as this amount may seem to you. In this regard, I mean: 

3. Competition with tax-free organizations: Those organizations generally 
fraternal or social in purpose frequently cater to the general public or solicit 
banquet business. Since they do not pay the ordinary business taxes, they 
are at an advantage in competition with those of us who cater to the general 
public. Whatever profit they can clear by this public catering they distribute 
in benefits to their members. The hotel industry requests in this regard two 
considerations : 

(1) Tax returns of tax-exempt organizations be made available for public 
inspection; so that the extent of this unfair competition may be examined 
(Mills bill, H. R. 8381). 

(2) Amend section 501 of Revenue Code to make all tax-exempt groups liable 
for Federal income tax on unrelated business activities. 

4. Excise taxes: The present cabaret tax is one tax that we can pass on to 
our customers if they continue to use our services at the time we charge addi- 
tionally for food and beverage in accordance with the tax laws. Our difficulty, 
however, is that when we add additional charges to our guests’ checks, our 
guests leave, to patronize tax-free organizations that neither collect this tax 
nor remit to the Government, even though they furnish the same entertain- 
ment that we do. Our opposition to other excise taxes is again a matter of 
conservation and because it becomes more and more difficult for hotels to meet 
additional costs of operation. Our small hotel annually pays several hundreds 
of dollars of hidden excise taxes that we cannot pass on to our customers be- 
cause we have already hit what we believe to be the popular ceiling on rates. 
Ixcise taxes on our telephone switchboard, our room telephones, on the light 
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globes we use, freight tax on the food shipments we receive, and many others 
are simply taxes on the “tools of our trade.” 

5. Restrictive tax regulations include those which do not permit partner- 
ships and proprietorships the same privileges of retirement programs that are 
offered by many large corporations. It is every businessman’s inherent desire 
to build for himself an adequate retirement program. It seems reasonable 
that an individual operating his own business who with all his abilities seeks 
to make a success out of that business, and who at all times during the life of 
that business risks financial reverses and the loss of his assets, should be ac- 
corded the same privilege of adopting an adequate retirement program as is 
granted to corporation officers and employees. Such a program would be avail- 
able if the Jenkins-Keogh bill were enacted. 

The above considerations are among the most important problems confront- 
ing the small-hotel operator. We do not presume to be tax experts nor to know 
the solutions to our problems, but we do feel that under the present circum- 
stances that your committee should know of the precarious economic condition 
of the small hotel. 

Senator Morse. First, | want to ask if there are any witnesses 
who have not been called upon who are here to testify. 

Mr. Barnarp (in audience). Is there any opportunity for me to 
write a statement to the committee and have it included in the record ? 
Senator Morsse. Not only that, but you can come up and identif 

9 2 
vourself and speak on your problem right now. 


STATEMENT OF KENNETH S. BARNARD, ASSOCIATED OUTDOOR 
ADVERTISING CO., PORTLAND, OREG. 


Mr. Barnarp. I am Kenneth 8S. Barnard. We operate a sign shop 
here locally intown. The shop, itself, the Associated Outdoor Adver- 
tising Co., has been in operation since 1930, the original creators of 
the business. We, in turn, my partner came into the business as a 
worker and bought out one of the deceased ownerships, a matter of 
about 7 years ago. I, myself, had 7 years’ experience with the C. E. 
Stevens Co. here locally, and in the fact that there was the av: ailability 
of a partnership with a reasonable investment, I, in turn, went in with 
my present partner. 

Over the period of years that we have been in business, I say “period 
of years.” It is practically nil compared to a lot of people—414 years 
of struggling under the system of free enterprise which we appreciate 
in this United States, and we have never failed to give it our entire 
effort from the standpoint of energy or hours. We are on a straight 
12-hour shift every day of the week. 

We find ourselves in the same position as the representative of the 
grocery organization in the fact that we, ourselves, have hired union 
help. They have been members of the organization as owners or 
employees since 1930 as union members in the local 428, the sign- 
painters’ local here in Portland. 

We had never been asked to sign a closed-shop contract, and, in that 
period of time, that 4 years had ‘elapsed since I had become an owner, 
and in that time it had never been mentioned. We had paid, had 
hired union help, and the union employees that we had were more or 
less forceful in the fact that anybody they worked with had to, over 
a period of 30 days, which is the normal period of time, join their 
organization. We, in turn, as owners of the business, never inter- 
fered with any of the suggestions they might make. That was up to 
the employee, and not only a Federal law but a matter of right, so 
we, in turn, went along with that particular type of program. 
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Strange as it may seem, even though we have what we would cer- 
tainly declare is a very small business, we, in turn, always paid over 

the scale and are noted for it in the city of Portland. We have had 
union men come from other shops around the city of Portland that are 
supposedly closed shops that have reiterated conditions that existed 
in the shops where they were taken advantage of and told, “If you 
work at a certain scale, why, we'll keep you hired 12 months of the 
year. Let’s forget about this extra sketch you’re doing at home to- 
night.” We have never taken advantage of the employees. We are 
noted to pay over the scale and have all the time. 

I have had dire experiences, along with everybody else, in working 
for some type of people that will take advantage of you, ‘and I know 
everybody has gone through that who has any age on him at all. We 
were met with a problem here in the neighborhood of about 9 months 
ago whereby the union, itself, in a vote on the floor, decided that they 
were going to force—I say “force”’—I assume that would be the ex- 
pression, to force all sign shops that they could in the area, into a 
closed-shop contract; those that weren’t already closed shops; so, in 
turn, we were asked to accept the conditions of the contract. Now, 
we happen to be in the outdoor-advertising and commercial-sign in- 
dustry, whereas there is also a different phase of our industry, ‘which 
is neon advertising. Now, some will be neon and commercial. Some 
will be neon and outdoor. Some will be commercial and outdoor 
advertising. 

This agreement that was created a matter of about 6 years ago 
was created through a neon sign association, and local 428. Six years 
after that contract that was created to agree with the conditions of 
the neon sign industry and not commercial or outdoor advertising 
was in turn, forced in our laps and we were told to sign it. Now, 
we did have union members in the business, and we, in turn, had 
never asked them to join or asked them not to join. In other words, 
it wasn’t our problem, but when they confronted us with a closed 
shop contract that didn’t agree with our business in any way, shape, 
or form, the category of the men that a small, extremely small busi- 
ness like ourselves couldn't possibly exist under, I was confronted 
with the question in my mind, should we fight the case as a small 
operator against what we knew would be a forceful business agent or 
should we, in turn, accept it and eat crow and just forget about it? 

Being probably of a stubborn nature, I probably talked my partner 
into it, he would most likely have signed; but I thought, well, the 
principles we live under the C onstitution and the laws of the land, 
that it wasn’t right for him to be able to come in and force a contract 
on us that, in turn, was not created for our industry, and it was 
known in negotiations that there was no prior understanding of the 
problems of the commercial sign trade, and as a result, I told him 
that I couldn’t possibly accept that contract; if he would rewrite the 
contract, why, we would be glad to sign the contract as a closed shop, 
that, in turn, if we could just write him a letter to the effect that we 
will always ‘abide by fair union conditions until such time as they 
do create a contract to meet the commercial sign trade, that would be 
fine with us, too. 

The business agent stomped wp and down the small area of the 
shop and stated very frankly that it wasn’t any of my business to 
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have an understanding or question the conditions of the contract. It 
was only my position to sign it. Now, I don’t consider that to be 
fair play. Whether it be fair play from the standpoint of the entire 
union body to me or whether it was the effort or the forcefulness 
of the business agent, that I would have had to have been in the 
meetings prior to the time. 

The additional conditions—finally I told them we couldn’t possibly 
do it, that he could probably put me out of business but he couldn't 
force me to sign a contract that I couldn’t live up to and thus make me 
a hypocrite. Well, in turn, we were put on the unfair list, knowing 
good and well that we paid over the scale. It wasn’t a matter of 
wages, it wasn’t a matter of working conditions. ‘The men got better 
working conditions than, say, 90 percent of the shops in town. He 
just wanted my signature on a contract that it didn’t agree with my 

usiness, and I didn’t think that it was right. 

So we, in turn, were put on the unfair list, and this went on for 
quite awhile, no negotiations, nobody calling us, and finally we con- 
tacted one of the members of the—oh, I’m getting ahead of my story 
because at the time they put us on the unfair list we had two sign 
painters in local 428, my partner and I worked, and one of the sign 
painters walked out of the shop. He was a stanch union man even 
though I think he is very fair minded. The other member of local 
428 told the union that he didn’t want any more to do with them, and 
he came back to work the following day. In other words, they 
didn’t have 100 percent of the vote of a closed shop. They had a 
100-percent union and the man who stayed with us was the last one 
to come. In other words, he was forced to belong to the union to 
begin with by this union worker we had in the place. 

Actually, it isn’t a matter of a union walking into a new shop, 
it is the fact that the union members, there being two, he had to have 
both of them agreed to the fact that they wanted a closed shop. 
That would be my interpretation of the law, maybe I’m wrong, I’m 
not a lawyer. 

But it was with that particular thought in mind that one of them 
didn’t want to belong to it, and he didn’t want a closed shop. He 
was glad to pay his initiation and his dues, which he did do. “If 
that’s the way that they play the game, we'll play the game your 
way and get along.” He’s that kind of a guy. But when you 
could see the unfairness on the way in which the union was pressur- 
ing us, then he in turn felt obligated to quit the union and join 
us. 
This went on for 9 months and in that period of time there was 
never any negotiations until such time as I called the union member 
that had quit us and asked him if there wasn’t some possibility of 
negotiating a contract. He took it upon himself to come down to the 
shop and we worked wee hours into the morning writing a con- 
tract—I, myself writing a contract and typing a contract—that I 
was to live upto. It is unheard of but I did it. He supposedly took 
the contract back to the union floor and they said, “Well, what is 
this fellow trying to do, write the regulations that we’re going to 
work under ¢” 

And so the attempts made for negotiation didn’t come from the 
union, they came from me trying to clear ip-a Condition that it was 
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unfair to force a contract that was not made for commercial sign 
shops. And so in turn when the business agent found that he could 
no longer threaten us or coerce us in any other manner, then he 
threatened secondary boycott against one of the biggest oil com- 
panies in the city for whom we do all of their commercial work. 
By that I mean commercial, not neon. We do their commercial work. 
In calling the general manager of this 01] company locally, he stopped 
the work overnight. Well, then he was taking our bread and but- 
ter. 

What are you going to do? Are you going to let a man swamp 
the boat and get out? And so we tried to see what we could do. 
All we could do in order to stay in business—we had other accounts. 
As I say, we are in the outdoor advertising business and if we lost 
the oil account overnight it wouldn’t bankrupt us, don’t get me wrong. 
I would just scurry around that much faster to get another oil ac- 
count. We happen to have five of them. But it happened to be 
the largest and the juiciest account in town, and he knew right where 
to put his thumb. He knew that that was the best account. 

And so we didn’t want to lose the account. We have had it for 
the last 14 years. In fact, we are the longest contractor that this 
oil company has ever had on their books. They told us many times 
that we were the only ones in that entire 14 years that they could 
trust to do a good job at a reasonable price. 

The thing was that we didn’t want to break relations. It is nice 
to be able to say that you’ve had an account for that long, and you are 
still doing business, and 90 percent of it on a time-material basis— 
they trust you that much—and so we thought it over and we thought, 
“Well, we'll play their game.” We'll go ahead and we'll give in. 
In the meantime I checked with 4 Federal agencies and 3 State 
agencies, and I find the same condition that existed in the grocery 
trade. I just didn’t have the money to take it to court. If I had 
been a millionaire, I would have had it in court and probably lost 
the bucks it took to get it there. 

The case of the Taft-Hartley Act and the amount of interstate 
commerce you have to do, and the fact that even where there is a 
State law in 17 States in the Union where there is a State law which 
they term the baby Taft-Hartley Act which you understand which 
in turn, I think it was in the State of Missouri, Gould took the case 
to the State Supreme Court where there was a State law to protect 
him and the conclusion was that the Taft-Hartley Act didn’t desig- 
nate the point that the State could accept any cases under $100,000. 
And so he lost his case even though there was a State law to protect 
him. And so that was the first case that was tried, the Gould case, and 
I think that probably would be the last one because nobody has not 
that kind of dough to fight it. 

But anyway, in this particular condition, I find that at the last 
minute they were going to join the union, and we decided that we 
would go ahead and sign the contract for a closed shop. And so I 

salled the business agent up and he said, “Now that’s fine. You 
understand that you have to join the union, too, don’t you?” I said, 
“No; what about this? This is something new.” He said, “Well, 
that will cost you $100 and that will cost. you $7.50—let’s see now, 
$7 a month to come in your own shop you created and work in your 
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own shop, and so we'll take $100 from you, and that is prepaid dues, 
3 months in advance, and so that will be 121 bucks for you. Now let’s 
see, your partner, he does construction work, he doesn't do sign writ- 
ing, and so he, in turn, it will cost him $75 to join our union in a 
business he created to open his own door every morning, and that 
will be $6 a month dues for him.” 

And he said: “You realize that that sign painter you got in there 
that stuck with your company when you wouldn’t sign a ‘closed- shop 
contract in turn, is liable for a penalty of $75 plus an additional 
$100 initiation fee because he has lost the one that he has already paid, 
plus 3 months’ prepaid dues at $21?” 

I said, “I'll tell you what I'll do, V'll have a check for you in the 
morning, is that good enough?” “No,” he said, “that isn’t good 
enough.” I said, “Would you possibly call this oil account and get 
them—inform them—that we are going along with the game, if 
that’s the way that we play the game in these United States, we'll 
play the game.” He said, “No; I couldn't possibly do that because 
you have to be approved by the executive board as members in our 
organization.” I said, “W ell, gosh sakes, when is the meeting going 
to take place?” He said, “Well, now, let’s see now. We just had 
one and so that will be just about another month.” 

In the meantime, we are building up a problem because the oil 
company thinks so much of us that they are holding back orders, and 
they are going through subcontractors and have subcontractors order 
the signs from us, and then deliver them through the subcontractors 
who in turn take it to the oil company, going around the horn for 
the unfairness that they felt was being put upon our sign shop. 

And so I said, “Well, that seems like quite a long way away. If 
I pay the money and sien the contract, wouldn’t that suffice 2” “Well,” 
he said, “we'll see if I can’t get a special meeting of the executive 
board.” He did consent that much. And so about a week later, he 
got a special meeting of the executive board, and he had his statement 
all prepared, and the fact that he felt that we were a ver y reliable 
sign shop, and that we would make stanch union members, and that 
we had all the union problems in our heart, and everything, and 
that we should be accepted. 

That went zip, zip, zip right through there. There were 3 mem- 
bers of the 5 board and that went right down the line. I won’t men- 
tion the business agent’s name but it w as, “If that’s fine with you, 
it’s fine with me,” and it just went bang, bang, bang. All they were 
interested in was my money, my initiation fee, my dues. They 
weren’t concerned about fair play to employees whatsoever. The 
business agent hasn’t been in the shop since we signed the contract to 

see if we're living up to the contract. I couldn't live up to it to be- 
gin with and he knew it. 

I just am concerned because, like the fellow from the grocery or- 
ganization stated, there is no protection for small business. You are 
at the mercy of unions which are protected by Federal law. It is 
absolutely—to work 12 hours a day or better to attempt to keep a 
business going under free enterprise—and the sign industry itself 





generates over $25 billion of business a year in this United States 
under the system of free enter prise. 

I had quite a few comments to make against one Senator in the 
Congress, and I do feel that he should be more justified in his con- 
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clusions with the fact that we are free enterprise, that we are willing 
to accept regulations which we in turn have in the State of Oregon, 
and for 2 years down there we have had a certain faction of people 
who want to do away with free enterprise. They are great for sub- 
sidy programs. If somebody wants to hand me an order for business, 
and then subsidize me a loan to keep the business going, anybody can 
make money. If you try and make it the hard way, it is a little dif- 
ferent when you have unfair union conditions against you, and in the 
fact that you've already proven over 414 years “that you are willing 
to do more than any other shop in town, or I would say 90 percent of 
them, in being fair with every employee. We treat them like they 
were one of us and the sign writers make over 200 bucks a week. 
That isn’t too bad. 

Senator Morse. I am delighted to have your statement in the rec- 
ord, and I will accept a memorandum in addition from you. I am 
sure you will not object to my using this statement in connection 
with my deliberations as a member of the Labor Committee. 

Mr. Barnarp. I appreciate that. 

Senator Morse. And with the staff of that committee because at 
this next session of Congress I don’t have to tell you the committee 
will have a lot of labor ‘problems before it, and I'll be very glad to 
have this statement and look into this matter and see to what extent 
the type of practice that you describe here is prevalent. Senator 
Thye? 

Senator Tityr. I have nocomment. I think, Mr. Chairman, as you 
are a member of the Labor Committee, that legislative committee of 
the Senate, you do have the question of that very problem that you 
have described right before you. 

Senator Morse. We'll go into it. Thank you very much. And 
you may supplement this record with a memorandum if you wish.’ 

Mr. Barnarp. Thank you. 

Senator Morse. You have no questions, Congressman. Ullman ? 

Representative UtitmMAn. No. 

Senator Morse. There will be included at this point in the record 
as part of these hearings a statement, in the form of a letter, that I 
received from the Cascade Locks Lumber Co., signed by Lloyd C. 
Reinholdt, Cascade Locks, Oreg. 

(The statement referred to is as follows :) 


STATEMENT OF Lioyp C. REINHOLDT, CASCADE Locks LUMBER Co., CASCADE 
Locks, OREG. 


CASCADE Locks LUMBER Co., 
Cascade Locks, Oreg., November 9, 1957 
Hon. WAYNE Morse, 
Senate Office Building, Washington, D.C. 

Dear SENATOR: I have your November newsletter No. 9 and note with inter- 
est your notice of hearing for small business by the Senate Small Business 
Committee. Something has to be done for the small man in business that is try- 
ing to build up a solid and prosperous business. This applies not only to 
Oregon but the country as a whole. The first few years when the business be- 
gins to grow and is forced to expand, are the ones that, in my opinion, cause 
most of the trouble. May I suggest a possible three-point program that I am 
certain will help? 


7No further memorandum was received from Mr. Barnard at the time this record went 
to press. 
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1. When a small business is in its growth stage it very seldom has suf- 
ficient cash capital reserve for building and operating equipment expansion 
and at the same time pay the Federal taxes that occur. Expansion usually 
occurs when business is good and a fair profit return is made. The best 
that can be said is that the Federal income taxes assessed at the time of ex- 
pansion, is a serious burden. 

Let me just present an example of what I have in mind. We both know 
that this exact example might bever occur and that there would be thousands 
of variations to the same. 

Suppose that a small business was in that growth period and had to do some- 
thing about increasing its building and equipment capacity. It estimated that 
the cost would be $75,000. Also suppose, and this probably would apply to 
most all small businesses that had only been going a short while, that their pres- 
ent buildings and equipment was already mortgaged to almost its full loan 
value. Let’s further suppose that the business had enjoyed a good year with 
profits before taxes of close to $100,000, which in itself would lead the small 
business to believe that this would be the year to start the expansion. 

Now let’s see what money would be available for building or expansion under 
present law. The firm would have a little less than $48,000 left after Federal 
and State taxes had been paid. With expanded production, more working capi- 
tal is needed, so out of this $48,000 only about $25,000 could be used for build- 
ings and equipment leaving approximately $50,000 to be raised to do the work. 

At present, the only possible solution would be to refinance with a new mort- 
gage, either private or with the Small Business Administration. Either way, 
the small business would be out on a limb, should business do a nosedive as 
it has this year. That limb is not always the stout oak that it looks like at the 
time and could break off and cause just the very condition we have in Oregon 
right now that you mentioned in your newsletter. 

However, if the small business were allowed to take full depreciation of this 
specific expansion under specific certificate the very first year and carry back 
for 1 year if needed, this would put the small business in a solid financial con- 
dition and be able to go ahead with expanded production or in case of a wrong 
guess and business recession, would be able to ride it out in most cases. 

True the Governments of the United States and States, would be out these 
taxes for that year but that year only. Following years would have no de- 
ductions from income for depreciation and in those years, would be getting their 
tax instead of at the first-year period. Perhaps even more if figured over a 10- 
year period due to increased profits due to a better financial base. 

I can see nothing in this plan that could not be worked out although we know 
that there would be problems to solve on methods and limits. 

2. Set up an advisory board of directors available to all small business upon 
request and for a fee, such board to be made up from retired successful busi- 
nessmen willing to serve. Such a board would be of great help to small-business 
management and by its advice help small-business management to keep out of 
trouble. I am sure it would cut down these failures in the future. This is a 
plan that I understand is now being used with considerable success in Cali- 
fornia. 

3. Secure direct allocation of Federal contracts to small business when needed 
upon requisition of the Small Business Administration by certificate of need. 
This requisition to be negotiated by the Small Business Administration and the 
small business on the basis of costs and a small profit but on a fixed price, and 
only when in the opinion of the Small Business Administration that such orders 
or contracts are needed to keep the small business going while in trouble. A 
bankrupt business can no longer pay taxes and is a loss to the community, 
State, and Nation. 

Before closing, I want to compliment you and your colleagues on the efforts 
you are putting forth for the small-business man. And I feel that it is one of 
the most important problems facing this Nation today. True, you cannot force 
a business to be successful and some must fall by the way, but there are many, 
many small businesses that can be saved for the future, if we are wise 
enough to set up a helpful and solid foundation of operation. It seems to 
me that in the past, the setup has been such that we have not been able to 
accomplish that which we have talked about for so long. 

This letter is going to be late in getting into your hands but I hope that 
you can find the time to give it some thought and that it can be discussed 
at least in private by you, Senator Edward J. Thye, and the Oregon witnesses 
you list in your letter. 
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Due to a rush of work in the office, I will be unable to attend your meeting 
in Portland on the 15th, but if you are interested I would be happy to make 
an evening appointment with you, to discuss this matter further. 

I am mailing this to your Portland address, with a copy to your Washing- 
ton, D. C., address in hopes that it will reach you in time. 

With best wishes, I ain, 

Sincerely yours, 
Lioyp C. REINHOLDT. 

Senator Morse. Included as part of the record is a statement that I 
have received from Mrs. Ray Roberts, Mehama, Oreg., dealing with 
small-business problems. 

(The statement referred to is as follows :) 

STATEMENT OF Mrs. RAy Roperts, MEHAMA, OREG. 

1. The selling of Bureau of Land Management timber on a cruise, works 
a hardship on the little logger. One mistake can break a small operator. One 
Sale last year was cruised at 110,000, and that amount was paid for. It har- 
vested 82,000. That logger still owes $1,310, because he did not get the footage 
he paid for. (This is only one example.) 

A. Bureau of Land Management timber should be scaled and paid for as 
harvested, same as national forest timber. 

2. More of the Government-owned timber should be offered for sale in small 
amounts so the small operators can bid.’ 

3. Roadbuilding should not be included in timber sales. 

A. Bids should be let for the roadbuilding and paid for from the timber, 
but a small operator cannot bid on timber when roadbuilding is included, be- 
cause of the enormous amount of equipment needed. 

There are still a few small loggers in the $5,000-to-$10,000 class. These 
people like to eat, too. 

Senator Morse. Is there any other witness who wishes to testify? 
Would you come res ward and identify yourself? [Pause.] Identify 
yourself for the reporter. 


STATEMENT OF LEONARD HESPACK, INDEPENDENT MILL OWNER, 
SHERIDAN, OREG. 


Mr. Hespack. My name is Leonard Hespack from Sheridan, Oreg. 
Mr. Chairman—— 

Senator Morse. There have been a couple of other witnesses from 
Sheridan today. You may proceed. 

Mr. Hesrack. I am a small-mill owner, and at the present time we 
are located at Sheridan, oper: ating a service station. We lived most of 
our life down in Lincoln C ounty, down near Taft. We built a nice 
mill down there. I spent pr actically all of my life savings, all the 
money we had, it isn’t too much, we spent about $40,000 down there, 
between thirty and forty. 

Senator Morse. A lot of money. 

Mr. Hespack. It’s quite a bit of money. It’s hard to get. I didn’t 
get it the easy way, and I operated a mill there just a short time and it 
became a problem. I just couldn’t get a log, and I kept begging for 
logs and begging for logs. Then I’d get a few and I’d run maybe 
a week, and m: aybe I'd run 2 or 3 days and then I’d have to lay off 
from then on, and it kept on going that way until finally I got to the 
point where you couldn’t hold a crew, and they’d say, “Well, he isn’t 
going to operate only 2 or 3 days. He’ll be shutting down. He hasn’t 


* See appendix I, p. 107, 








104 SMALL-BUSINESS PROBLEMS 


any logs.” So consequently it came to that point where we just had 
to operate the best way we could—maybe with only two men there— 
just get a few dollars coming in because we had a lot of money tied 
up in this mill. 

Consequently I got hold of the Forest Department and went to the 
ranger station there at Hebo, and the best way I knew how. I didn’t 
have much way of knowing about a things, but I went over there 
and tried to get the infor mation. Is said, “We’re in a desperate condi- 
tion.” I said, “We’ve got a little datas here. We haven’t got any 
7, 8, 10 men working but we would like to get a little timber. Is there 
any "chance of buying any Government, any Federal timber because we 
are the closest mill to Federal timber on Drift Creek.” 

They said, “Sure. We can help you.” So that was what we were 
interested in. The forest man would come around there and he would 
chase us to some area, and I would say “I'd like to get some timber in 
this area closest to my mill.” We'd look around through the timber 
there and he’d said, “No, we can’t sell this area.’ Pretty soon we 
would go to another little area, and he’d say, “Well, we can’t sell this 
either.” That’s the way it came out. We'd be out chasing a little 
bunch of windfalls, get these windfalls out, and we checked into it 
thoroughly because we were desperate for logs. 

Consequently when we investigated the situation, it cost so much to 
put the road in there; lot more to put the road in there than some of 
these windfalls would have amounted to, so we had to give it up. So 
finally I came to the point where we just had to close the mill up en- 
tirely and hoping we could lease it. We thought maybe it could be our 
own management that was holding this mill “from operation. I built 
the thing from the ground up and I was having my whole heart and 
soul into making a go of it, so finally I managed to lease the mill out. 
In fact I think there is testimony in 1955 over here regarding that, and 
we leased the mill out and thought maybe these other operators would 
have some better luck of operating the mill more successfully, so I 
leased it out to them. 

They operated it just a very short time and the same situation 
happened to them. They couldn’t get enough logs to get the mill 
going. They had one other mill, and they had quite a time getting 
logs for it. So they wanted to cancel the lease out, and finally they 
paid the lease. They didn’t operate clear to the end of the lease, but 
they did pay me until the end of the lease. 

Then, of course, during the meantime we had the service station in 
Sheridan. We had hard luck there. The operator walked out of 
there, and there it was high and dry. It has been in the family for 
years. So there we were. We’ve got a mill down there and can’t 
get any logs. It was kind of hitting us pretty hard, so consequently 
we are in Sheridan right today and we are hoping—— 

Senator Morse. Operating it yourself ? 

Mr. Hespack. Operating the service station and the mill down and 
paying big taxes. We are pretty good sized taxpayers for a little 
operator. We know the difference between small and little. so we 
still had high hopes, being as we were the closest mill to the Federal 
timber and a nice access road going right into the timber. We went 
up there, and there’s some pretty nice timber in there, and we have 
tried to follow it up pretty closely there and we notice the large oper- 
ators keep that pretty much in ‘their eye, and there has been some 
timber sold in there, a pretty big figure. I can’t quote that figure 
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exactly now, but it is quite a figure, and the requirement was so large 
we couldn’t even think of getting to it, to furnish the downpayment 
and all th«t, so we had to give that up. 

Senator Truyn. If I may interrupt, they are actually operating and 
taking timber out of there now ? 

Mr. Hespack. Oh, yes, yes, but the local mills aren’t getting any of 
it. 

Senator Tuye. It is just a question that they said, “You either bid 
in on this particular volume or we don’t accept your bid.” 

Mr. Hespack. Well, they can’t turn your bid down, but that doesn’t 
mean anything. You couldn’t bid because the figure was so large. 

Senator Tuyr. I mean that it meant the same. In other words, 
that they were offering a tract that was so large that if you were bid- 
ding on it, the money that you would have to put up and the bond you 
would have to pay, it was beyond your capacity. 

Mr. Hespack. That’sright. That's r ight. 

Senator Tuyr. And therefore, you were absolutely foreclosed on 
before you ever—— 

Mr. Hesrack. Yes. Oh, yes. We saw we were beat before we—it 
is a fact that there were little tracts offered there, just little tiny ones, 
but they were so small that the small operator, he still would be on 
a limb there. 

Senator Try. And there were no access roads to them, were there? 

Mr. Hesrack. Yes, there are now. There are access roads built 
into this timber, but the larger operators do seem to get it all. I 
would like to make a suggestion, if I may. 

Senator Morse. That’s what we want. 

Mr. Hespack. I have been in business practically all my life. 
Scrambled, scrambled, scrambled so that I could make a living and get 
a few dollars ahead. The only way I see it—and this may paint a 
pretty dark picture—but I believe the small operator is doomed under 
the system that is being operated. 

I'll tell you why. ‘Now this timber goes up for bids, naturally, 
neg 1S supposed to be the fair way for all, isn’t it? All right, the 
big, large giants, and the large operators, they can outbid a small 
operator anytime. 

Senator Morse. What do you think of my proposal that I’ve made, 
and is pending, that we try to draw an arbitrary, but a fair 
line between big operators and small operators, and set aside a certain 
amount of timber that would be open only to the bids of the small 
operators ¢ 

Mr. Hesrack. I think that’s a very good idea. What I was going 
to add to my statement here, too, is that the way it looks to me like it 
would be a fair deal to the small operator to have a pay-as-you-go 
basis. 

Say you get a bunch of timber here, and according to market condi- 
tions, so that the Government and Federal would not only be safe 
and getting their money and some way have it so that the small 
operator if “they were ever tried to be unfair that they were secure in 
some way. 

Senator Tuyer. I don’t quite understand. Which agency of Gov- 
ernment does this come under, the Forestry 

Mr. Hespack. It comes under the Corvallis and Hebo area, I believe. 

Senator Toye. The Forestry 
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Mr. Hespacsk. Yes, I have some of these—they put us off the mailing 
list for quite a while. They said that to save mail there would be no 
more mailing and so I said, Cw ell, as long as I get the mail down there,” 
I said, “I will be interested in all these mailing lists because otherw ise 
we'll have to junk it and this is my last resort, re think, and I'll try.” 

I want to say this, too. In that area, within a 15- or 20-mile area 
there, there was about 10 mills in that area. There is about eight of 
them out of business now. I got the names in my pocket here and the 
only 2 that are surviving is myself and 1 other mill there, and they are 
only operating part time. 

Senator Toye. Mr. Chairman, might I suggest that we have the 
Forestry Director from this area just give us a report? He could 
probably give us a report tomorrow.”® 

Senator Morse. Yes, we’ll ask for a report. 

Senator Ture. And in that way we'll have the answer to the prob- 
lem here. And, at least, we'll pinpoint your problems. 

Mr. Hespack. I think all the rest of them are in the same boat as I 
am. I just happen to be fortunate. I don’t owe a penny on the 
mill. We got it in the clear. 

Senator Tuyr. It is the national forest timber, and it is the Cougar 
Mountain No. 2, Hebo district, Hebo ranger district. 

Mr. Hespack. Yes. 

Senator Tuyr. We can very easily have that checked. 

Senator Morse. Yes, we can get a report on it. 

Mr. Hespacx. I want to bring this forth, too, while I am here. 
You know, it is pretty hard to make those moves when you are in busi- 
ness. You are tied to a post pretty much. I lived down there for 
year, and years, and years, and my father took a homestead down 
there. Of course, we had to go someplace to make a living. And 
so we went to Sheridan there, and now going back to Sheridan, it 
will be a little hard. But we had a man who was interested in leasing 
at the time, right at the present time. There is a father and two 
sons. Fine workers they seem to be. I know if timber were made 
available that little mill would make quite a little payroll. 

Senator Tuyr. Were you in the lumber business before you built 
the mill ? 

Mr. Hesrack. Been not actually in the mill itself, but I have been 
around logs quite a bit, towing and then retail yard. We had a re- 
tail yard. 

Senator Tyr. But you have never operated a sawmill ? 

Mr. Hespack. No, never, no. That is the first mill I have been in. 

Senator Morse. We'll go into it and we'll get a report for you. 

Mr. Hespack. Thank you. 

Senator Morse. Thank you very much. 

Senator Ture. Thank you, sir. 

Senator Morse. Let the record show that the following persons are 
granted permission to file within 2 weeks from November 14 their 
statements for inclusion in the record of the committee’s hearing on 
November 14: Mr. Ray Peters, Peters Metal Fabricating Co., Port- 
land;* and Mr. James J. Wi izer, Oswego, Oreg.”” 

Senator Morse. The committee will stand in adjournment. 

(Whereupon, at 6:25 o’clock p. m., the committee adjourned. ) 





10 See appendix I, p. 109. 
1 Statement not available at the time this record went to press. 
2 See appendix 2, p. 110. 
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LETTER From Hon. E. L. PETERSON, ASSISTANT SECRETARY OF AGRICULTURE, COM- 
MENTING ON TESTIMONY BY LUMBER OPERATORS 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., January 15, 1958. 
Hon. JOHN SPARKMAN, 
United States Senate. 

Dear SENATOR SPARKMAN: This is in reply to your letter of December 9 to the 
Chief, Forest Service, which transmits a copy of the galley proof of the hearing 
on November 14, 1957, in Portland, Oreg., of the Senate Small Business Com- 
mittee. Your invitation for comments on the portions of this printed record 
relating to the work of the Forest Service is appreciated. 

The 7 witnesses from the lumber industry discussed matters which can be 
summarized under 4 headings insofar as Forest Service activities are con- 
cerned. These headings are stumpage prices, inventories and allowable cut, 
timber access roads, and working capital requirements. We are glad of the 
opportunity to furnish a brief discussion of policies in these four fields with par- 
ticular reference to the issues which were raised by the witnesses at this 
hearing. 

STUMPAGE PRICES 


The usual way of making national-forest timber available is to offer it for 
competitive sale. Sales areas of varying size are programed and the timber 
to be cut from each area is cruised and appraised. Bids less than the appraised 
price are not accepted. 

Over the past approximately 15 years competitive demand for national-forest 
timber in the Pacific Northwest has grown steadily. This demand resulted 
from the growing scarcity of private timber supplies and also from prosperous 
economic conditions. However, for almost 18 months now the lumber market 
has been receding and many national-forest timber purchasers are in a difficult 
situation in respect to stumpage prices. Appraised prices have been reduced 
substantially during this period, reflecting the adverse shift in conditions. How- 
ever, many purchasers still are operating on sales which carry prices they bid 
before this market decline was recognized. This situation is partially alleviated 
by a stumpage rate adjustment provision in timber sale contracts in the western 
pine area where a recognized price trend index for lumber is available. Stump- 
age rates for most contracts in this area are adjusted by 50 percent of the 
variance between the current quarterly index of the Western Pine Association 
and the index at the base period when the timber was appraised. Short-term 
sales, and provisions for rate redeterminations in practically all sales of over 
3 years’ duration will also be helpful in limiting the duration of the carryover of 
high prices of 1955 for most national-forest timber purchasers. Present prob- 
lems of national-forest timber purchasers would be much more aggravated had 
the Forest Service made its stumpage appraisal determination in 1955 strictly on 
the basis of high bids for comparable timber. Because of scarcity of other 
sources of timber for purchase, bid prices for publicly owned stumpage need 
interpretation and adjustment to be used as a guide for determination of ap- 
praised prices in new sales. Stumpage prices should in the long run provide 
profit opportunities to maintain a vigorous, healthy, and progressive forest prod- 
ucts industry. There are a good many difficulties in determining what profit 
margins will in fact give such opportunities under varying market trends. The 
apparent indicated profit margins resulting from bidding must be studied care- 
fully and interpreted before conclusions can be drawn on the adequacy of these 
indicated profit margins. The Forest Service is now working on a study to 
reconcile the determination of stumpage prices from sound interpretations of 
bidding evidence and from a consideration of adequate profit opportunities on 
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invested capital requirements. Everything possible to keep appraisal base data 
up to date in the declining market which the lumber industry has been expe- 
riencing in recent months is being done. The objective is to maintain a fair 
current price for national-forest stumpage offerings—a price which is reconcil- 
able with all valid considerations both from the viewpoint of transaction evi- 
dence and of providing a fair profit opportunity to timber purchasers. 


INVENTORIES AND ALLOWABLE CUTTING 


National forests are divided into working circles in order to organize timber 
management programs. An allowable cut under sustained-yield forest manage- 
ment is established for each such working circle, based on the best resource 
inventory data available. The Forest Service has been actively reinventorying 
its working circles during the past 10 years, using aerial photography and new 
sampling techniques which drastically have speeded up and reduced the cost of 
doing such work. The reinventory work has been accelerated during the past 
2 years and we expect to complete the reinventory project and get it on a 
maintenance basis during the next 4 years. 

Our objective is to cut the full allowable rate in each national forest working 
circle. Attainment of this objective cannot come overnight. Progress toward 
attainment is being made through building up the timber sale organization re- 
quired for higher cutting rates and by systematically working to overcome the 
obstacles such as road needs, marketing problems and right-of-way difficulties 
and to reconcile conflicts with water and recreation uses which have been im- 
peding cutting at allowable rates in individual working circles. 

Since fiscal year 1953 the national-forest timber cut has been increased from 
5 billion to 7 billion feet annually. This large expansion in the national-forest 
timber business was made possible by enthusiastic efforts by the Forest Service 
field organization toward supplying expanding demands for national-forest 
timber up to sustained yield cutting limitations of each working circle. 

It is misleading to characterize the remaining gap between the rate of harvest 
from the national forest and the total allowable cut as a withholding of timber 
from the market. This gap is an undeveloped potential capacity. This De- 
partment wants to utilize this undeveloped potential capacity as rapidly as it 
is possible and consistent with orderly and sound multiple-use development of 
national forest resources. 

TIMBER ACCESS ROADS 


One key item which requires large capital investments in developing the addi- 
tional potential sustained-yield cutting capacity is an adequate transportation 
system. This subject was discussed at some length in your hearing and also 
has recently been the subject of a special series of hearings in the West by the 
Roads Subcommittee of the Senate Public Works Committee. While this Depart- 
ment wants to get ahead with publicly financed timber-access road construction, 
it must work toward a balanced program of multiple use in the division of 
total funds available for development of the national forests. 


WORKING CAPITAL REQUIREMENTS 


Some of your witnesses discussed their problems in obtaining sufficient work- 
ing capital to permit them to purchase national-forest timber. Even though 
national-forest timber is sold on a pay-as-cut basis, the price of stumpage is 
now at levels which result in accumulation of substantial stumpage payments 
between the time timber is felled and the time that the operator has turned it 
into a sales receipt. During the last year the Department authorized a number 
of steps to help purchasers reduce working capital requirements for stumpage 
payments. The use of payment bonds to substitute for advance cash payments 
and permit billing after the purchaser has taken delivery was first authorized. 
When it was ascertained that many of the smaller operators could not as a 
practical matter obtain payment bonds, another system was developed to extend 
the use of the ordinary performance bond to cover the value of stumpage felled 
but not yet removed. This provision has proved considerably more practical 
and is helping many operators reduce their capital requirements. Another 
measure which was introduced this year is a provision to permit refunds of 
excess deposits during shutdown periods. This Department wants to utilize all 
reasonable means to reduce working capital requirements for financing purchases 
of national-forest timber consistent with sound protection of the interests of 
the Government. 





SMALL-BUSINESS PROBLEMS 109 


SALES IN THE DRIFT CREEK AREA AND HEBO MOUNTAIN RANGER DISTRICT OF 
SIUSLAW FOREST 


At the hearing Senators Thye and Morse indicated a desire for a report on 
certain timber sale activity on the Hebo District of the Siuslaw National Forest. 
The information desired apparently is in respect to the Forest Service timber 
access road construction program and subsequent sales in the Drift Creek area. 

In 1956 the Drift Creek drainage was opened up for timber sales through the 
construction of 6.7 miles of mainline timber-access road. This road cost more 
than $400,000 and was financed with appropriated money. Its construction has 
made it possible to initiate a program of sales in the drainage. For most of 
these sales, additional access road is necessary, but it is now feasible for pur- 
chasers to perform much of this additional road construction as a ecndition of 
sale contract. An allowance for the estimated cost of purch*’ser construction 
is made in appraising each sale. We are only in the first phase of a sale pro- 
gram in the Drift Creek area but since the completion of the Government project 
in November 1956 the following sales have been made or are pending: 


Volume, Estimated Number 


Name and date of sale | thousand | purchaser of Successful bidder 
board feet | road cost | bidders 
| | 
Gordy Creek, Mar. 25, 1957! 440 | $308 | 0 | 
Drift Creek No, 1, Apr. 15, 1957- 2, 300 12, 903 | 2| Murphy Lumber OCo., 
Grande Ronde. 
Ball Mountain No. 1, Apr. 22, 1957__. 6, 700 | 59, 412 1 Mountain Fir Lumber Cx 
Indenendence. 
Drift Creek No. 2, May 20, 1957 7, 700 89, 531 | 1 Cascadia Lumber Co., To- 
| ledo. 
Drift Creek No. 3, June 18, 1957 180 None | 1 | L. Hewitt, Grande Ronde. 
Drift Creek No. 4, pending 15, 000 | 80. 000 | (2) hi (2). 


! Sale is now being readvertised at prices based on current lumber market. 
3 Not yet advertised. 


Gordy Creek, Drift Creek No. 1 and Drift Creek No. 3 were all designed 
to fit the needs of small operators. The access-road system is being extended 
into the Drift Creek drainage through operator construction in relatively small 
segments as is indicated in the sales designated Drift Creek No. 2 and No. 4. 
Additional sales suitable for bidding by small operators will be developed 
where feasible in this area 

The galley proof of the hearing record of November 14 is returned herewith. 

Sincerely yours, 
E. L. PETERSON, Assistant Secretary. 
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STATEMENT OF JAMES J. W1zER, OWNER-OPERATOR, OSWEGO F'o0oD CENTER 
Osweco, OreEG., November 26, 1957. 
Senator WAYNE MoRsE, 
Senate Office Building, 
Washington 25, D. C. 
(Attention William Berg, Jr.) 


Dear Sir: While this letter may appear to be a statement of a personal prob- 
lem outside the scope of legislative relief, I believe it serves to illustrate the 
increasingly difficult obstacles faced by the small-business man of today. 

I have owned and operated a retail grocery for the past 28 years, the last 9 
years of which were in my present location in an expanding suburb of Portland. 
The store has outgrown its floor space and parking space. To retain a com- 
petitive position with the large shopping centers being built in the area, I have, 
at considerable expense, acquired land and have had plans drawn for a shopping 
center in the heart of our city. We must now obtain mortgage money to carry 
out the construction. 

Local representatives of insurance companies and other lenders view the plans 
with great enthusiasm and assure me that they can obtain the necessary funds. 
Upon review of the loan application by higher authorities, the loan is refused, 
or is offered at a prohibitive rate of interest. The principal objection cited is 
the lack of commitments for floor space by chain store operators, who would not 
be affected by a death or disability as in the case of an individual owner. 

It must be understood that individual retailers can and do compete pricewise 
with the chains. We can buy at competitive prices through our centralized 
purchasing associations, and can and do sell at prices comparable to the in- 
dividual chain outlets. Further, our customers indicate that so long as facilities 
and convenience are comparable, they prefer trading with local retailers, where 
a greater variety of merchandise is offered. We cannot offer the convenience 
of multiple-store centers and off-street parking, however, without the avail- 
ability of mortgage loans at reasonable interest rates. 

A 10-year loan at 6 percent, as offered by the Small Business Administration, 
is not the answer. Besides, the record shows that our two principal banks in this 
State have shown very little interest in placing loans of this type. 

The small independent merchant has been considered the backbone of our 
business economy. With present tax rates he cannot accumulate sufficient re- 
serves to provide larger and more modern facilities. He needs help—and I 
appeal to you for serious consideration of this very urgent problem. 

Very truly yours, 
JAMES J. WIZER. 
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